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FINANCTAL HT&HLT&ETS

Dollars in thousands, except per share and per gross square foot data

Fiscal year 2007 2006 2005
Revenues:
Netretail sales . ... ... ... ... .. . . $ 468,168 $ 432,572 $ 358,901
Franchisefees. . . .. ... ... ... . .. .. $ 3,577 $ 3,52 3 1,976
Licensing revenue . .. ... ... $ 2816 $ 979 $ 932
Total revenues. . ... ... . ... . . $ 474,361 $ 437072 $ 361,809
Netincome . . .. .. ... .. .. e $ 22,509 $ 29490 $ 27314
Earnings per common share:
Basic . ... e S 1.11 3 1.46 $ 1.38
Diluted . . ... o $ 1.10 $ 1.44 $ 1.35
Cther financial and store data:
Gross margin (dollars)®_ ... L S 209,090 $ 205,063 $178,528
Gross margin [percent)™ ... ... L L L L 44.7% 47.4% 49.7%
Number of company-owned stores at end of period . ... ... .. 321 271 200
Average net refoil sales perstore ... ... ... . ... L., $ 1,576 178 $ 1,864
Net retail sales per gross square foot .. ... ... ... ... $ 516 $ 573 $ 615

(1] Our fiscal year consists of 52 or 53 weeks; it ends on the Saturday nearest Dec. 31 in each year. Fiscal yeors 2007, 2006 and 2005
ware 52 weeks each.

{2} For descriptions of this financial and store data, please see the fiscal 2007 annual report on Form 10K.

{3) Gross margin represents net refail sales less cost of merchandise sold. Gross morgin percentage represents gross margin divided by net retail sales.

COMPANY PROFTLE ToTAL REVENVE
Founded in 1997 in St. Louis, Build-A-Bear Workshop, Inc., is the leading {dollars in millions}
and only global company that offers an interactive make-your-own stuffed

animal retail-entertainment experience. The company or its franchisees currently
operate more than 370 Build-A-Bear Workshop stores worldwide, including
company-owned stores in the United States, Puerto Rico, Canada, the United
Kingdom, Ireland, and France, and franchise stores in Europe, Asia, Australia and
Africa. In December 2007, Build-A-Bear Workshop extended its in-store interactive
experience online with the launch of its virtual world ot buildabearville.com™
Build-A-Bear Workshop {NYSE: BBW])
posted fotal revenue of $474 million
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in fiscal 2007. For more information,

call 888.560.BEAR (2327) or visit NUMBER oF
CoOMPANY -oWNER

STORES
{at end of period}

the company’s award-winning
Web sites at www.bvildabear.com

and www.friends2Bmade.com.
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LETTER To SHAREHOLDERS

DEAR SHAREHOLDERS,

Build-A-Bear Workshop® is a company with heart — starting with our Guests

and their furry friends, who are at the heart of everything we do. That special
relationship was clear as we celebrated our 10th birthday together in 2007

The past year was challenging for our company and as we move into 2008, we

face an economic environment that is difficult industrywide, but especially for

companies that offer highly discretionary retail products like our own. However,

we are approaching our future with confidence and optimism.

In 2007, we delivered our 10th consecutive year of total
revenue growth. Although our net income declined in 2007,
we see continuing strength in our store economic model
and our core Build-A-Bear Workshop brand as well as our
ongoing investment in infrastructure and brand-building
initiatives. In 2008, we will execute sirategic plans for
attracting new Guests and retaining existing Guests to
improve our comparable-store sales performance and we
will continue to focus on delivering o "wow” experience for
each and every Guest who comes into a store or in contact
with our brand. In addition, we intend to repurchase up
to $50 million of our common stock under an expanded
share repurchase authorization.

Despite the challenges of 2007, we made several brand
and operational advancements that are important to our
long-term strategy, which will position us to maximize our
growth opportunities when the business climate improves.

¢ Qur European operations had strong growth in sales
and delivered operating income of $700,000 in 2007,
compared with a loss of $1.5 million in 2006. In addition
to our company-owned stores in the United Kingdom and
Ireland, we opened our first three stores in France,

* Building on our strategy of taking our brand wherever
families go to have fun, we launched an updated
interactive Web site, buildabearville.com™ Qur investiment
in Build-A-Bearville™ recognizes the powerful emerging
trend of kids' interactive play online. Over 2 million
online characters were created in Build-A-Bearville within
its first three months of going live.

* We now have more than 5 million members in our
Stuff Fur Stuff® club loyalty program, which is our key
Guest retention program and communication platform.
We expanded the program to Canada in late 2007
and plan to extend it to the United Kingdom in the
second half of 2008.

* We continue to leverage our company-owned
distribution center near Columbus, Ohio. We moved our
Web fulfillment operations into the facility in the spring
of 2007 We also modified our distribution methods and
store delivery systems to maximize a centralized inventory
and to enhance supply chain visibility.

s Our international franchisees ended the year with
53 stores in 15 countries. We also signed one new
franchise agreement covering five additional countries,
positioning us for further international growth.



distinctive brand: Choose Me, He
Flutf Me, Dress Me, Name Me,

wish on a heart that is pu

forming a friendship tha

THE HEART oF oUR C€oMPANY

Our store experience is slill the heart of cur
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COMMUNICATING THE BRAND EXPERIENCE
Ovur “Dream It, Create It” themed television compaign communicoted several of our brand promises:
We give kids the tools to be creative, the freedom to make choices, and the encouragement to exercise a lively imagination.
This TV campaign was integrated with an interactive microsite and online social media initiatives.

OUR 2007 FINANECIAL RESULTS

Total revenues for the year 2007 were $474 million,
an increase of ¢ percent over the prior year. Net retail
sales increased 8 percent, to $468 million. Earnings per
share for the year were $1.10, compared with $1.44
in 2006. After investing $37 million in infrastructure,
including opening 50 new company-owned stores in
North America and Europe, we ended the year debt-free,
and with cash of $66 million.

OVR SToRE MoDFL 1S

THE HEART oF oVR BUSiNESS

Our unique interaclive entertainment business model has
now proved its resilience under all economic conditions.
Despite a retail environment that grew more difficult as
the year went on, our stores yielded positive profit and
impressive cash flow. Our sales productivity per square
foot continues fo be above the industry average. We have
strong product, marketing, and Guest communication
programs in place to enable us to take full advantage
of the anticipated recovery in the economy.

CONNECTING AND RECONNECTING
While we believe our full market potential remains for at
least 350 stores in North America and more than 120 stores
in our European operations, our plans for 2008 include
slowing down our store growth to about 25 new stores,

which will allow us to invest in our long-term brand value

by enhancing our online world, buildabearville.com™ In
addition to leveraging Build-A-Bearville™ to bring traffic to
our stores, our ongoing marketing and merchandise plans
balance initiatives to attract new Guests and retain existing
Guests. We know we need to get more from our markefing
investment; in 2008 we will be reallocating marketing dollars
to test how shifting our investment can better achieve our
goals. Our store experience is highly sensory, and we want
our TV, radio, and online advertising media fo communicate
that hands-on experience. Qur brand has always reflected
what is relevant in our Guests’ lives. For example, there was
no hotter ticket in 2007 than @ Hannah Mentana concert
and Build-A-Bear Workshop® was right there awarding
tickets to sweepstakes winners across the couniry and
offering Hannah Montana fashions for furry friends.
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OUR GUESTS ARE LOYAL
We stay connected io our Guests through
our Stuff Fur Stuff club loyalty program, which
now boasts more than 5 million members.




BUTLDA-BEAR WORY.SHe?®

In this economic environment, we may see short-term
pressure on our results as we build to critical mass
with buildabearville.com™ However, we believe that our
2008 plan carefully balances long-term goals with
near-term business challenges.

MORE PLACES For FUN

QOur retoil-entertainment concept is unique in that it

can operate within many family-friendly settings: from
make-your-own Major League Boseball® moscot in-stadium
locations, Build-A-Dino® stores and within select Rainforest
Café® restaurants, to more than 370 Build-A-Bear Workshop®
stores worldwide, we truly are the leader in interactive

retail-entertainment.

Through our relationship with Ridemakerz, LLC, we are now
bringing our industry expertise, as well as our financial and
human capital, to the new Ridemakerz® concept that invites
kids to customize their own model cars. Besides traditional

malls, we believe this boy-centric concept can be successful

in non-moll locations. It has raceived significont interest from

consumer product companies, including car manufacturers
who want to reach the youth demographic. Stores already
offer models of the Ford Mustang GT, the Dodge Challenger
Hemi, the Toyota Scion, and the Mini Cooper.

NEW FRTENDS

EVERYWHERE, EVERY DAY

Our Guests respond to product newness so we stay

on the cutting edge of furry fashion and cultural trends.
Throughout 2007 we added to our already strong
merchandise lineup. if a trend is hot for kids, it's hot
for bears too — and we have it.

In honor of our 10th birthday, we launched a successful line
of Collectibear® friends, our A Friend Fur All Seasons
series. To capitalize on the enthusiasm of our collectors,
we will offer more collectible products in 2008 under a
new theme. We also brought back one of our most popular
holiday animals, Rudolph the Red-Nosed Reindeer” and
for the first time he brought his special friend, Clarice,
for a successful debut launch.

MORE PLACES FOR FUN
Build-A-Beor Workshop stores can be found wherever famities go to have funl
We bring the fun of making your own furry friend to a zoo, o science center,
and ballparks, engaging our brand with new ond existing Guests.




BEARY SPECiAL FRIENDS

Our furry friends can dress in the hottest fashions
from Limited Too, wear SKECHERS?® shoes, talk

on play camera phones, and listen to their
Paw Tracks players. But the heart
of the friendship remains the
same — they are protectors,
confidantes, faithful
companions, and
all-round furry

best friends.

FURBLULOUS FASHIONS

In addition to the hottest concert ticket in fown,
we offered our Guest the opportunity to dress
their furry friends in the hottest Disney star styles
— right down to Hannah Montana’s blond wig.

We also offered High School Musical and

Cheetah Girls fashions. We will continue

1o capitalize on these and other
hot tween brands.




BUTLDABEARVILLE.COM”

Our investment in Build-A-Beorville™

reflects our ongoing commitment
to building the entertainment side
of our company. The trend in online
play is just emerging and our virtual
world gives us a strong platform
for future growth.
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A WHOLE NEW WORLD — BUILDABEARVILLE.COM™
Now Guests can bring their furry friend to life online for FREE; plus each animal comes with Bear Bills™ —
the in-world currency — an extra room, and themed décor for their Cub Condo® where the virtual furry friend and online
character live together. There's also an exclusive reward when the Guest completes an animal adventure.

OUR NEW WoRLD

STUFFED Wi TH FUN

Since the beginning, our stores have always provided a safe
place where our Guests can express their creativity and use
their imagination. We bring those same qualities that Guests
value and trust to our new virtual world. Our completely
branded online experience at buildabearville.com™ lets
kids nurture relationships with their furry friends and
real-life friends too.

Adding the online world connection to our real-world
store experience is a natural progression. It's like a “gift
with purchose” for each new furry friend. Atter leaving
the store, Guests can bring their furry friends fo life
online for free. Each animal comes with exclusive
virtual items. in addition, every Guest who makes
a real-world clothing or accessory purchase gets
access to the virtual Bear Boutique online. And
Stuff Fur Stuff® members receive 100 virtual

Bear Bills to spend in the virtual world for

every dollar spent in the store.

The response from our Guests has been
resoundingly positive. We believe that we can
leverage buildabearville.com to bring traffic to
our stores. With over 60 million stuffed animals
sold, we are uniquely positioned to succeed in
this space as the only virtual world that can
capitalize on its own real-world locations.

EMPoWERTING ¥XiDPS

To MAXE A DiFFERENECE

At Build-A-Bear Workshop” we live by the teddy bear
philosophy of being good people and good bears.
Throughout our 10 years, we have always given our
Guests a voice to support causes that are important to
them. In 2007, in honor of our birthday, we involved

our Guests in even more ways. Together, we built

10 playgrounds in North America, donated 300,000 trees
to the Arbor Day Foundation through our Friendship Forest,
and honored 10 amazing Huggable Heroes® for doing
great work in their communities.

CYBEAR™ FRIENDS
Furry friends are busy
in CyBEAR space. They
are challenged with
educationol quests
and adventures, learn
about being responsible
citizens, and have good
real-world behaviors
reinforced, all in a
beary fun way.



BUiLE-A-BEAR WOoRKSHoP®

OUR MANAGEMENT TEAM
Maxine Clark, founder, Chairman, and Chief Executive Bear [front].
From left to right Dave Finnegan, Chief Informstion Bear; Tina Klocke, Chief Financial Bear, Treasurer, and Secretary;
Teresa Kroll, Chief Marketing Bear; and Scott Seay, President and Chief Operating Bear.

BUILDING FoR THE FUTURE

We recognize that we can improve our comparable store
sales and have several initiatives specifically directed at

improving our sales trends in 2008 as well as refocusing

our efforts on building our brand, enhancing our products
and experiences, driving efficiencies fram our logistics and
supply chain, and maintaining tight expense control — all
while investing in our future. We have confidence in the

broad appeal of our unique entertainment-based concept
and in our business strategies. We believe our superior

store economic model, strong cash flow, and flexible capital
structure will deliver long-term sales and earnings growth

as we move into our second decade.

MAKING A
DIFFERENCE
Guests, associates
and the community
work together fo
build an entire
playground in
one dayl

In another sign of confidence in our future, our board
of directors increased our share repurchase program from
$25 million to $50 million. This increased authorization
was announced in March 2008 after an analysis of a
broad range of strategic alternatives. We intend fo use

this program to return excess cash to our shareholders.

During 2007 we repurchased 176,500 shares of common
stock for $4.7 million.

A BRAND WiTH STAYING PeWER
Our Guest experience, the brand connection that
occurs when our Guests and our associates interact in
our stores, remains the heart of our concept. | thank you
all — especially our associates, leadership team, and
board of directors — for your dedication and hard work.
In 10 short years, we have become the world’s leading
interactive retoil-entertainment brand. The spirit and
commitment of our associates, business pariners, and
— most of all — our Guests give me the confidence that
we will continue to redefine retail for years to come.

Beary best regards,

Founder, Chairman, and Chief Executive Bear
March 28, 2008
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Forward-Looking Statements

This anaual report on Form 10K contains certain statements
that are, or may be considered to be, “forward-locking state-
ments” for the purpose of federal securities laws, including,
but not limited to, statements that reflect cur current views with
respect to future events and financial performance. We gen-
erally identify these statements by words or phrases such as
“may,” “might,” “should,” “expect,” “plan,” “anticipate,”
“believe,” "estimate,” “intend,” “predict,” “future,” “potential”
or “continue,” the negative or any derivative of these terms
and other comparable terminology. These forward-looking
statements, which are subject to risks, uncertainties and
assumplions about us, may include, among other things, pro-
jections or statements regcrding:

* our future financial performance;

"o "o

"o

* our anticipated operating and growth strategies;

* our anticipated rate of store openings;

* our franchisees” anticipated rate of international store
openings;

* our onticipated store opening costs; and

* our future capital expenditures.
These statements are only predictions based on our cur-

rent expectations and projections about future events. Because

these forward-looking statements involve risks and
uncertainties, there are important factors that could cause our

actual results, level of activity, performance or achievements
to differ materially from the results, level of activity, pertorm-
ance or achievements expressed or implied by these forward-
looking statements, including those factors discussed under the
caption entitled “Risk Factors” as well as other places in this
annual report on Form 10-K.

We operate in a competitive and rapidly changing envi-
ronment. New risk factors emerge from time to time and it is
not possible for management to predict all the risk factors, nor
can it assess the impact of all the risk factors on our business
or the extent to which any factor, or combination of factors,
may cause actual results to differ materially from those con-
tained in any forward-looking statements. Given these risks
and uncertainties, you should not place undue reliance on
forward-looking statements, which speak only as of the date
of this annual report on Form 10K, as a prediction of actval
results.

You should read this annual report on Form 10-K com-
pletely and with the understanding that our actual results may
be materially different from what we expect. Except as
required by law, we undericke no duty to update these
forward-locking statements, even though our situation may
change in the future. We quadlify all of our forward-looking
statements by these cautionary statements.




BUID-A-BEAR WORKSHOP, INC,

2007 FORM 10K

PART |

ITEM 1. BUSINESS

OVERVIEW

Build-A-Bear Workshop, Inc. is the leading, and only inferna-
tional, company providing a “make your own stuffed animal”
interactive retail-entertainment experience. As of

December 29, 2007, we operated 321 company-owned
retail stores in the United States, Canada, the United King-
dom, Ireland, and France including 271 Build-A-Bear
Workshop® stores in the United States and Canada, one
stand-alone friends 2B made® store in the United States, 46
Build-A-Bear Workshop stores in the United Kingdom and Ire-
land and three Build-A-Bear Waorkshop stores in France. We
also operated eight friends 2B made stores adjacent to or
within Build-A-Bear Workshop stores in the United States.
Franchisees operated 53 Build-A-Bear Workshop stores in
international locations. Our core concept is based on our
guests making, personalizing and customizing their stuffed
animals, and capitalizes on what we believe is the relatively
untapped demand for experience-based shopping as well as
the widespread appeal of stuffed animals.

We offer an extensive and coordinated selection of
merchandise, including over 30 different styles of animals to
be stuffed and a wide variety of clothing, shoes and accesso-
ries for the stubfed animals. Qur concept appeals to a broad
range of age groups and demographics, including children,
teens, parents and grandparents. We believe that our stores,
which are primarily located in malls, are destination locations
and draw guests from a large geographic reach. Our stores
average approximately 2,750 square feet in size and have a
highly visual and colorful appearance, including custom-
designed fixtures featuring teddy bears and other themes
relating to the Build-A-Bear Workshop experience.

We also market our products and build our brand
through a nationwide multi-media marketing program that
targets our core demographic guests, principally parents and
children. The program incorporates consistent messaging
across o variety of media, and is designed to increase our
brand awareness and store traffic and attract more firsttime
and repeat guests. Our website, buildabearville.com, has
customization options and social connectivity features which
we use to promote brand connection and in-store products
and events.

Since opening aur first store in 5t. Louis, Missouri in
Oclober 1997, we have sold over 56 million stuffed animals.
We have grown our store base from 170 slores at the end of
fiscal 2004 to 321 as of December 29, 2007 and increased
our revenuves from $361.8 million in fiscal 2005 to $474.4
million in fiscal 2007, for a compound annual revenue growth
rate of 14.5%.

On June 28, 2007, we announced that we had retained
Lehman Brothers to assist us and our board of directors in an
analysis and consideration of a broad range of potential

strategic alternatives to enhance long-term shareholder value.
On March 10, 2008, we announced that after an extensive
analysis of a broad range of strategic alternatives by o
special committee of indepenclent directors and its financial
and legal advisors, the Board of Directors had completed its
review of sirategic alternatives and authorized an increase in
our share repurchase program to up to $50 million.

DESCRIPTION OF OPERATICNS

Guests who visit Build-A-Bear Workshop stores enter a teddy
bearthemed environment consisting of eight stuffed animal-
making stations: Choose Me, Hear Me, Stuff Me, Stitch Me,
Fluff Me, Dress Me, Nome Me, and Take Me Home. To
attract our target guests, we have designed our stores to pro-
vide a “theme park” destinaticn in the mall that is open and
inviting with an entryway that spans the maijority of cur store-
front and highly visual and colorful teddy bear themes and
displays. The duration of a guest’s experience can vary
greatly depending on his or her preferences. While most
guests choose to participate in the full animal-making process
and all eight stafions, a process which we believe averages
45 minutes to complete, guests can also visit a Build-A-Bear
Workshop store and purchase items such as clothing,
accessories, our Bear Buck$® gift cards or pre-made animals
in only a few minules.

We offer an extensive and coordinated selection of
merchandise including approximately 30 to 35 vorieties of
animals to be stuffed, as well os a wide variety of other cloth-
ing and accessory items for the animals. Our clothing is
inspired by human fashion and includes authentic details such
as functional buttons, working pockets, belt loops and zippers
and have child-friendly, easyto-dress details such as an open-
ing for the stuffed animal’s tail and adjustable closures to help
fit any size animal. We enhance the authentic nature of a
number of our products with strategic product licensing rela-
tionships with brands that are in demand with our guests such
as officially sanctioned NFL, NBA and MLB™ team apparel,
SKECHERS® shoes or Limited Too clothing. There are approx-
imately 450 SKUs in our store at any one time and we intend
for each item to be highly productive.

Since our concept is a unique combination of experience
and product, we historically have not had seasenal or adver-
tised sales events or markdowns. We offer frequent shopper
discounts associated with our Stuff Fur Stulf® club loyalty
program and selectively use coupons and gifl-with-purchase
promotions to drive traffic to our stores.

GROWTH STRATEGY

Our growth strategy is to develop and expand the reach of
the Build-A-Bear Workshop brand by opening new stores,
investing in value-adding marketing programs including our
new virtual world website, buildabearville.com™, offering an
authentic and unique merchandise assortment and to build cur
logistical, operational and technology infrastructure to support
our growth and improve our efficiencies. We expect to grow
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our business by opening additional stores in the United States,
Canada, the United Kingdom, Ireland and France, by the
addition of new internafional stores opened through existing
and new franchise agreements, and through the develop-
ment of third party licensed products that promote
Build-A-Bear Workshop as ¢ lifestyle brand and build overall
brand awareness.

We have increased our company-owned store locations
throughout the United States and Canada from 170 at the
end of fiscal 2004 to 272 as of December 29, 2007. In April
2006, we acquired Amsbra Limited, our former franchise in
the United Kingdom, as well as The Bear Factory Limited, o
stuffed animal retailer in the United Kingdom whose store
locations we subsequently rebranded to the Build-A-Beor
Workshop brand. In 2007, we discontinued our franchise
agreement in France and opened our first company-owned
stores. As of December 29, 2007, we operated 46 stores in
the United Kingdom and Ireland and three stores in France all
under the Build-A-Bear Workshop brand. In fiscal 2008, we
expect to open approximately 20 new stores in North Amer-
ica, down from opening 39 new stores in 2007 and,
approximately five new stores in Europe, compared to open-
ing 11 new stores in 2007 Historically, we have averaged
35 store openings per year since 2001. We believe there is o
market potential for at least 350 Build-A-Bear Workshop
stores in the North America, 70 to 75 in the United Kingdom
and Ireland and approximately 50 in France. In addition, we
also currently operate Build-A-Bear Workshop stores in
nontraditional retail locations including four Major League
Baseball® ballparks, one store located in the St. Louis Zoo
and one store in @ museum at the St. Louis Science Center.

We believe that there is confinued opportunity to grow
our Build-A-Bear Workshop concept and brand outside of
North America, the United Kingdom, Ireland and France
primarily through franchise agreements. Our franchisees are
well capitalized, have retail and/or real estate experience
and currently operate 53 Build-A-Bear Workshop stores in
several foreign countries under master franchise agreements
on a country-by-country basis. We expect our franchisees to
open approximately 15-20 new siores in fiscal 2008, net of
closures, under existing and anticipated franchise agreements.
We believe there is a market potential for approximately 300
franchised stores outside North America, the United Kingdom,
Ireland and France. We may open addifional company-
owned stores outside of the United States, Canada, the United
Kingdom, Ireland and France, although we expect our interna-
tional plans to adjust as our expansion continyes.

We believe there are also growth opportunities in other
experiential retail entertainment concepts. We believe thot
consumer demand for additional experiential retail concepts is
relotively untapped and that our expertise in product
development and providing o consistent shopping experience
can be applied 1o other experiential retail brands and con-
cepls. We expect to be able to leverage our extensive guest
database to market these new brands and concepts. Over the

past 11 years, we have established our store as a place
where children can have a hands-on experience, express their
creativity and use their imagination, We believe our brand is
one that parents value and trust and kids love. We expect to
leverage our brand reputation to grow our exisling and new
concepts in the future.

in 2007, we increased our minority interest in
RidemakerZ, LLC, (previously Retail Entertainment Concepts,
LLC). RidemakerZ is an early-stage company that has devek
oped an interactive retail concept that allows guests, or
customizers, to build and personalize their own model cars.
The concept capitalizes on the universal love of cars and a
widely popular care culture that crosses ages and demo-
graphics, although the primary target are children and their
families. RidemakerZ opened four stores during 2007 and
plans to open eight additional stores during 2008. We ore
currently providing advisory and support services to
RidemakerZ in exchange for additional equity.

In fiscal 2003, we began testing in certain markets
our initial brand expansion initiative, our proprietary
friends 2B made® line of make-your-own dolls and related
products. The target customer for friends 2B made is a girl
age five to twelve. As of December 29, 2007, we operated
nine friends 2B made locations. All but one of these locations
are in or adjacent to a Build-A-Bear Workshop store and are
not considered a separate store. Although our formal review
of a broad range of strategic alternatives is complete, we
continue to evaluate our business plan and operations with o
view to priorifizing the initiatives that will allow us to achieve
our longterm business goals of delivering sales and earnings
growth. As part of our evaluation we continue to review the
long-term potential of this concept.

We are continually evaluating additional retail oppor-
tunities and expect to continue our expansion into other
concepts and product lines in the future. For example, in
2006, we opened our first store within a third-party restaurant
concept, Build-A-Dino® store under a licensing agreement with
T-REX™ Café {owned by Landry's Restaurants, Inc.). In 2007,
we added the Build-A- Dino concept fo Build-A-Bear Work-
shop stores in two highly trafficked tourist locations, Myrtle
Beach in South Carolina and our flagship store in New York
City. Also in 2007, we opened three Build-A-Bear Workshop
stores within Roinforest Café® restaurants, under a licensing
agreement with Landry’s Restaurants, Inc.

In response to an emerging trend of kids interaction
and ploy increasingly occurring in the online space, in
2007, we updated our website used primarily by children,
buildabearville.com. The site is highly complementary to our
store experience and positively enhances our core brand
values while offering aclivity oplions and features that are tied
back to in-store events, We believe that the launch of our new
“virtual world” website is a crifical business strategy to further
enhance our brand appeal with children and grow our store
sales and that we have a unique competitive advantage over
other virtual world competitive products due to our strong
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brand owareness and connection, our ability to leverage both
physical world and virtual world presence as well as the over
56 million stuffed animals already sold to guests.

PRODUCT DEVELOPMENT

Through our in-house design and product development team,
we have developed a coordinated, creative and broad mer-
chandise assortment, including a variety of animals, clothing,
shoes and accessories. We believe our merchandise is an
integral part of our concept and that the proprietary design of
many of the products we offer is a critical element of our
success, while the authentic and fashionable nature of our
products greatly enhances our brand’s appeal to our guests.
Our product development team regularly monitors current
fashion and culture trends in order to create products that we
believe are most appealing to our guests, often reflecting sim-
ilar styling to the clothes our guests wear themselves. We test
our products on an on going basis to ensure guest demand
supports order quantities. Through our focused vendor
relationships, we are able o source our merchandise in @
manner that is costeffective, maximizes our speed to market
and facilitates rapid reorder of our bestselling items,

Our stuffed animal skins and clothing are produced from
high quality man-made materials or natural fibers such as
colion, and ihe stuffing is made of o high-grode polyester
fiber. We believe all of our products meet Consumer Product
Safety Commission requirements for toys and American
Society for Testing and Materials {ASTM), EN71 (European
standards) and Canadian specifications for toy safety in all
material respects. Our products are tested through an
independent third-party testing lab for compliance with toy
safety standards. We believe we comply with toy safety gov-
ernment requirements specific to each country where we have
stores. Packaging ond labels for each product tell our guests
the age grading for the product and any special warnings in
accordance with guidelines established by the Consumer
Product Safety Commission.

Plush animals are not likely to contain lead, which is
found in paint and surface coatings. Our plush animals are
not surface painted and do not have screen prints on them
that contain paint. In rare instances, a plush animal may have
painted eyes, and in some cases our bear clothing and
accessories have screen prints that could contain paint. In all
cases, we take the steps to assure that our products meet or
exceed all toy safety standards. The ASTM, EN71 and
Canadian Toy Safety Regulations specifically limit lead con-
tent in products, We believe we comply with these
regulations.

We notify guests when a product contains a magnet with
our "} have a magnet” product hangtag or sticker. in most
cases, the magnets utilized in our products are embedded
inside a toy {animal, scarf, plush accessory). They are not
loose or easily detached as free magnets.

In 2006, our products earned the Good Housekeeping
Seal of Approval. The Good Housekeeping Seal, introduced
in 1909 is earned by products that pass Good Housekeeping

Institute review and is America’s most trusted consumer icon.
It is the foremost symbol of quality assurance and consumer
protection in America. Sealbacked products are covered by
Good Housekeeping's two-yecr money-back warranty.

MARKETING

We believe that the sirength of the Build-A-Bear Workshop®
brand is a competitive advantage and on integral part of our
strategy. Unlike other maltbased retailers that frequently use
markdowns or sale events to drive sales, at Build-A-Bear
Workshop we use marketing 1o raise brand owareness and
drive traffic to our stores, Our goal is to continue to build
brand awareness and recognition as a destination retailer
that provides experience-based shopping that appeals to a
broad range of age groups and demographics.

Since February 2004, we have utilized an integrated
marketing program that includes national television advertis-
ing, direct mail, online marketing initiatives such as search
and interactive advertising, and other components. Qur adver-
tising expenditures were $27.2 million (7.5% of total
revenues) in fiscal 2005, $31.0 million {7.1% of total rev-
enves) in fiscal 2006 and $35.2 million [7.4% of total
revenues) in fiscal 2007, reflecting the continuation and fur-
ther enhancement of our markeling initiatives.

We employ several different marketing programs to
drive traffic to our stores and grow awareness of our brand.
We use television advertising that targets both children and
adults to raise awareness of our Build-A-Bear Workshop
brand as well as feature specific new product introductions
and prometions as a call-to-action to visit our stores. We
also utilize radio, print and online advertising integrating
the timing and messaging across various medio to max-
imize our reach to new and existing guests and drive traffic
to our stores. In addition, we receive significant public relo-
tions exposure due to the unigue nature of our concept. We
feverage the database from our Stuff Fur Stuff® club loyalty
program of over five million members in our direct mail and
e-mail programs and provide information and ecommerce
on our website, www.buildakear.com. In 2007, we
relaunched our website primarily directed at children,
buildabearville.com™, with enhanced capabilities, custom-
ization options and social connectivity features which we
use to promote brand connection and in-store products and
avents, In select markets, we have marketing initiatives that
leverage significant tourism traffic.

In 2006, our Stuff Fur Stulf® club electronically-tracked
loyalty program, in which guests receive o $10 discount certif-
icate for every 100 points earned, was rolled out nationally
and expanded to Canada in 2007. Since its introduction,
over five million members have joined the program and we
expect membership fo continue to grow as new guests visit
our store and enroll in the program. The data collected gives
us insight into the overall purchasing history of members
including visit frequency, items purchased and amounts spent
on each visit and cumulatively over time. We expect fo lever-
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age this information and improve our direct mail effectiveness
and response rates by adjusting the timing and person-
alization of communications and offers. We expect to expand
the Stuff Fur Stuff club loyalty program to the UK. in 2008.

We also have marketing programs in our European oper-
ations designed to raise brand awareness and drive traffic to
our store locations including a direct mail and e-mail communi-
cation update program, print advertising, in-store events,
tourism marketing in select markets and public relations. We
expect to continue to add and enhance our European market-
ing initiatives to confinue to grow our business.

LICENSING AND STRATEGIC RELATIONSHIPS

We have developed licensing and strategic relalionships with
some of the leading retail and cultural organizations in the
United States and Canada. We believe that our guest base
and our position in our industry category makes us an attrac-
tive pariner and our customer research and insight allows us to
focus on strategic relationships with other companies that we
believe are appealing to our guests. We plan to conlinue to
add strategic relationships on a selective basis with companies
who share our vision for cur brand and provide us with attrac-
tive brand-awareness, marketing and merchandising
opporiunities. These relationships for specific products are
generally reflected in contractual arrangements for limited
terms that are terminable by either party upon specified notice.

Product and Merchandise Licensing. We have key sirate-
gic relationships with select companies, including World
Wildlife Fund US and Canada, SKECHERS®, Sanrio, the
NBA, the WNBA, MLB™, Limited Too, Disney®, NFL, the
NHL® and First Book®, in which we feature their brands on
our products sold in our stores. These strategic relationships
allow both parties to generate awareness around their
brands. We have relationships with groups that pursue
socially responsible couses, as well as companies thal have
strong consumer brands, in order to respond to our Guests’
interests. We have also offered selected character-oriented
products including Sesame Workshop’s Elmo, Cookie Monster
and Big Bird, Disney’s Mickey Mouse and Minnie Mouse,
Mumble, the feature character in Warner Bros.” animated
film, Happy Feet, DreamWorks’ character, Shrek® as well as
classic movie characters such as Rudolph the Red-Nosed
Reindeer®, Clarice® and Frosty the Snowman.

Promotional Arrangements. We have also developed
promotional arrangements with select organizations. Our
arrangements with Major League Baseball® teams, including
the Chicago Cubs™, St. Lovis Cardinals™ and New York
Mets™ have featured stuffed animal giveaways at each club’s
ballpark on a day in which our brand is highly promoted
within the stadium. In 2006 and 2007, we partnered with
McDonalds to feature limited edition, collectible mini
Build-A-Bear Workshop animals in Happy Meals. We also
have had arrangements featuring product sampling, cross
promotions and shared media with companies such as ,

JCPenney, Embassy Suites Hotels, Puring, and Macy's as well
as largeted promotions with key media brands like National
Geographic Kids, Good Housekeeping and Radio Disney.

Third Party Licensing. We have entered into o series of
licensing arrangements with leading manufacturers to develop
a collection of lifestyle Build-A-Bear Workshop® branded
products including children’s furniture, fruit snacks, video and
DVD games, a directfo-home monthly affinity club, craft kits,
children’s slippers, infant developmental toys and school fund-
raising products. We believe thot each of these inifiatives has
the potential to enhance our brand, raise brand awareness,
and drive increased revenues and profitability. We select
companies for licensing relationships that we believe are lead-
ers in their respective sectors and that understand and share
our strategic vision for offering guests exciting and interactive
merchandise. We have policies and practices in place
intended fo ensure that the products manufactured under the
Build-A-Bear Workshop brand adhere to our quality, value and
usability standards. We have entered into or maintained
licensing arrangements for our branded products with leading
manufacturers including Pulaski Furniture, ConAgra Foods,
Scholasfic At Home, Gome Factory, Payless ShoeSource, Extra
Large Technology, Snap TV, and Kids Preferred.

INDUSTRY AND GUEST DEMOGRAPHICS

While Build-A-Bear Workshop offers consumers an interoctive
and personalized experience, our tangible product is stuffed
animals, including our flagship product, the teddy bear, a
widely adored stuffed animal for over 100 years. According
to data published by the International Council of Toy
Industries, worldwide sales of the traditional toy market
reached $59.4 billion worldwide {excluding video games) in
2003 with plush and doll scles having a combined 20%
share of the traditional toy market in Evropa and the Amer-
icas. In addition, @ study conducted for the Toy Industry
Association reported U.S. sales of retail plush toys were $1.3
billion and retail sales of dolls were $2.7 billion in 2006, for
a combined total of over $4.0 billion. in 2007, Ploythings
Magazine ranked us as the 10th largest toy retailer in the
United States for 2006 based on sales.

Our guests are diverse, spanning broad age ranges and
socio-economic categories. Major guest segments include
families with children, primarily ages three fo twelve, grand-
parents, aunts and uncles, teen girls who occasionally bring
along their boyfriends and child-centric organizations looking
for interactive entertainment options such os scouting orga-
nizations and schools. Based on information compiled from
our guest database for 2007, the average age of the recipi-
ent of our stuffed animals at the time of purchase is nine years
old and children aged one to fourteen are the recipients of
approximately 80% of our siuffed animals.

According to the United States Census Bureau, in 2006
there were over 60 million children age 14 and under in the
United States. The size of this population group is projected to
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remain relatively stable over the next decade. Industry sour-
ces estimate direct spending by children in the United States
at over $50 billion annually and that parents and family
members spend an additional $170 billion annually on chik
dren. In addition, children influence billions of dollars in
other family spending.

EMPLOYEES AND TRAINING

We are commilted to providing a great experience for our
diverse team of associates as well as our guests. We have a
distinctive culture that we believe encourages contribution and
colloboration. We toke great pride in our culture and feel it is
critical in encouraging creativity, communication, and strong
store performance. All store managers receive comprehensive
training through our Bear University® program, which is
designed to promote a friendly and personable environment in
our stores and a consistent experience across our stores. We
extensively train our associates on the bear-making process
and the guest experience. In fiscal 2007, we hired just over
3% of applicants for store manager positions. We focus on
employing and retaining people who are friendly and focused
on guest service. Our above average employee retention rates,
based on 2006 industry data, confribute to the consistency
and qualiry of the guest experience. Our store teams are eval-
vated and compensated not only on sales results but also the
results from our regular guest satisfaction surveys. Each store
has a recognition fund so that exceptional guest service can be
immediately recognized and rewarded. We are committed to
providing compensation structures that recognize individual
accomplishments as well as overall team success.

As of December 29, 2007, we employed approximately
1,300 fulkime and 5,900 parttime employees. We divide
our store base into four geographic regions, with the United
Kingdom, Ireland and France representing one of those
regions. The regions are supervised by our Chief Operating
Bear and four Regional Workshop Directors. Bearitory Lead-
ers are responsible for each of our 30 bearitories consisting
of between six and twelve stores. Each of our stores generally
has a fulltime Chief Workshop Manager and two full-time
Assistant Workshop Managers in addition to hourly Bear
Builder® associotes, most of whom work parttime. The num-
ber of parttime employees Huctuates depending on our
seasonal needs. In addition to the approximately 6,800
employees at our store locations, we employ approximately
300 associgtes in general administrative functions at our
World Bearquarters in St. Louis, Missouri, approximately 75
associates at our Bearhouse distribution center in Groveport,
Ohio, and approximately 25 associates in our European
Bearguarters in Windsor, England. We are committed 1o
innovation ond invention and generally have confidentiolity
agreements with our employees and consultants. Store
managers and Bearquarters associates pass specific profile
assessments. None of our employees are represented by a

labor union, and we believe our relationship with our employ-
ees is good.

INTERMATIONAL FRANCHISES

In 2003, we began to expand the Build-A-Bear Workshop
brand outside of the United States, opening company-owned
stores in Canada and our firs! franchised location in the
United Kingdom. As of December 29, 2007, there were 53
Build-A-Bear Workshop franchised stores located in the follow-
ing countries:
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All stores outside of the U.S., Canada, the United King-
dom, Ireland and France are currently operated by third party
franchisees under separate master franchise agreements cover-
ing each country. Master franchise rights are typically gronted
to a franchisee for an entire country or group of countries for o
specified term. The terms of thase master franchise agreements
vary by country but typically provide that we receive an initial,
onetime franchise fee and confinuing royaliies based on o
percentage of sales made by the franchisees’ stores. The terms
of these agreements range up to ten years with a franchisee
oplion to renew for an additional term if certain conditions are
met. All such franchised stores have similar signage, store
layout and merchandise characteristics to our company-owned
stores. Our goal is to have wellcapitalized franchisees with
expertise in refail operations and real estate in their respective
country. We work in conjunction with our franchisees in the
development of their business ond store growth plans. We
approve all franchisees” orders for merchandise and have
oversight of their operational and business practices in an
effort 1o ensure they are in compliance with our standards. We
expect our current and anlicipated franchisees to open approx-
imately 15 o 20 new stores, net of closures, in fiscal 2008 in
both existing and new countries.

On April 2, 2006 we acquired Amsbra Limited, our
former franchisee in the United Kingdom, and The Bear Fac-
tory Limited, a stuffed animal refailer in the United Kingdom.
Amsbra previously operated all of the franchised Build-A-Bear
Workshop® stores located in the United Kingdom. Upon
completion of this acquisition, all of the franchised locatiens in
the United Kingdom became company owned-stores. Qur
Indian franchisee has informed us that it will disconfinue its
franchise agreement and close its three stores in 2008,



BUILD-A-BEAR WORKSHOP, INC,

2007 FORM 10-K

SOURCING AND INVENTORY MANAGEMENT

We do not own or operate any manufacturing facilities. Our
animat skins, stuffing, clothing and accessories are produced
by factories located primarily in China. We purchased
approximately 84% of our invenlory in fiscal 2007, approx-
imately 83% in fiscal 2006 and approximately 86% in fiscal
2005 from three vendors. Alfter specifying the details and
requirements for our products, our vendors contract orders
with multiple manufacturing facilities in China that are
approved by us in accordance with our quality control and
labor standards. Our supplier factories are compliant with the
international Council of Toy Industries (ICTI) CARE
certification.

The CARE {Caring, Awareness, Responsible, Ethical)
Process is the ICTI program to promote ethical manufacturing,
in the form of fair labor treatment, as well as employee healih
and safety, in the toy industry supply chain worldwide. Its ini-
tial focus is in China, where 70 percent of the world's toy
volume is manufactured. In order to obtain this cerfification
each factory completed a rigorous evaluation performed by
an accredited ICTI agent. Our suppliers can be used inter-
changeably as each has a sourcing network for multiple
product categories and can expand its factory network as
needed. Qur relationships with our vendors generally are on
a purchase order basis and do not provide a contractual
obligation to provide adequate supply, quality or acceptable
pricing on a long-term basis.

The average time from the beginning of production to
arrival of the products into our stores is approximately 90 to
120 days. Our weekly tracking and reporting tools give us
the capability to adjust to shifts in demand. Through an
ongoing analysis of selling trends, we regularly update our
product assortment by increasing quantities of productive
styles and eliminating orders of less productive SKUs. Qur
distribution centers provide further logistical efficiencies for
delivering merchandise to our stores.

DISTRIBUTION AND LOGISTICS

Through September 2006, a third-party provider warehoused
and distributed o large portion of our merchandise at a dis-
tribution center in 5t. Louis, Missouri. In September 2006, we
completed the construction of a new 350,000-square-foot dis-
tribution center near Columbus, Ohio which replaced the
third-party warehouse as well as a smaller third-party dis-
tribution center previously used in Los Angeles, Calitornia.
We conlinue to have a third-party distribution center in Tor-
onto, Canada under an agreement that may be terminated
with 120-day notice or when no work has been performed for
180 days. In Europe, we contract with a third-party dis-
tribution center in Middlesex, England under o renewable
monthly agreement.

Transportation from the warehouses to the stores is
managed by several third-party logistics providers. In the
United States and Canada, merchandise is shipped by a

variety of distribution methods and the method is alternated
depending on the store and seasonal inventory demand. Key
delivery methods are direct trucks through third-party pool
points, ‘LTL" {lessthan truck load) deliveries, and direct porcel
deliveries. Shipments from our third-party distribution centers
are scheduled throughout the week in order to smooth work-
flow and stores that are part of the same shipping route are
grouped together to reduce freight costs. All items in our
assortment are eligible for distribution, depending on alloca-
tion and fulfillment requirements, and we typically distribute
merchandise and supplies to each store once a week on o
regular schedule, which allows us to consolidate shipments in
order to reduce distribution and shipping costs. Back-up sup-
plies, such as Cub Condo® carrying cases and stuffing for the
animals, are often stored in limited amounis at the local pool
points,

MANAGEMENT INFORMATION SYSTEMS AND TECHNOLOGY

Technology is a key component of our business strategy and
we are committed to utilizing technology to enhance our
competitive position. Qur information and operational systems
utilize a broad range of both purchased and internally devel-
oped applications which support our guest relationships,
marketing, financial, retail operations, real estate,
merchandising, and inventory management processes. Qur
employees can securely access these systems over a
company-wide network, Sales, daily deposit and guest
information are automatically collected from the stores’
pointof-sale terminals and kiosks on a near real time basis.
We have developed proprietary software including domestic
and international versions of our Name Me kiosk,
Find-A-Bear® identification system, and our patented party
scheduling system. Data from these systems are used to sup-
port key decisions in all areas of our business, including
merchandising, allocation and operations.

In the United States and Canada, we completed the
installotion of the initial module of our human resources soft-
ware in April 2006, our General Ledger and Accounts
Payable financial software in July 2006, our merchandise
planning system in August 2006 as well as installing o ware-
house management system as part of our new company-
owned distribution center. Additional modules of the human
resources and financial systems were added in fiscal 2007.
These new systems are intended to improve our operational
efficiency, purchasing and inventory control. Also in 2007,
the initial module of our human resources software and our
General Lledger and Accounts Payable financial software
were installed for our European operations.

We regularly evaluate strategic information technology
initiatives focused on competitive differentiation, support of
corporate strategy and reinforcement of our internal support
systems. Qur critical systems are reviewed on a regular basis
to evaluate disaster recovery plans and the security of our
systems.
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COMPETITION

We view our Build-A-Bear Workshop® experience as a distinc-
tive combination of entertainment and refail. Because we are
mallbased, we see cur competition as those mallbased
retailers that compete for prime mall locations, including vari-
ous apparel, footwear and specialiy retailers. We also
compete with toy retailers, such as Wal-Mart, Toys “R” Us,
Target, Kmart and Sears and other discount chains, as well as
with a number of companies that sell teddy bears and dolls in
the United States, including, but not limited to, Ty, Fisher
Price, Mattel, Ganz, Russ Berrie, Applause, Boyd’s, Hasbro,
Commonwealth, Gund and Vermont Teddy Bear. Since we
sell a product that integrates merchandise and experience, we
also view our compefition as any company that competes for
our guests’ time and entertainment dollars, such as movie
theaters, amusement parks and arcades, other mallbosed
entertainment venues, and online enterfainment.

We are aware of several small companies that operate
“make your own” teddy bear and stuffed animal stores or
kiosks in retail locations, but we believe none offer the
breadth and depth of the Build-ABear Workshop experience
or operates as a national or international retail company.

We also believe that there is an emerging trend within
children’s play patterns towards internet and online play. In
2006, kids aged 2 1o 11 spent an average of @ hours and 24
minutes per week on line which was an increase of over 40%
from 2003. By kindergarten, 32% of kids have used the inter-
net and the largest group of new users of the internet is kids
age 2 to 5. Emarketer.com recently reported that 16% of
internet users age 3-17 visited a virtual world website in 2006
which is expected to grow to 53% over the next five years.
Therefore, we believe we compete with ather companies and
internet sites that vie for children’s altention in the online
space including webkinz.com, clubpenguin.com and
neopets.com. A growing number of fraditional children’s toy
and entertainment companies have also developed their own
virtual world online play sites including Barbie.com,
be-bratz.com and virtualmagickingdom.com.

INTELLECTUAL PROPERTY AND TRADEMARKS

As of December 29, 2007, we had obtained over 228 U.S.
trademark regisirations, including Build-A-Bear Warkshop for
stulfed animals and accessories for the animals, retail store
services and other goods and services, over 37 issued U.S.
patents with expirations ranging from 2013 through 2024
and over 198 copyright registrations. In addition, we have
over 95 U.S. irademark and two U.S. patent applications
pending. We dlso license three patents from third-parties,
including a patent for the pre-stitching system used for closing
up our stulfed animals after they have been stuffed {U.S. Pat-
ent No. 6,109,196). Pursuant to an exclusive patent license
agreement with Tonyco, Inc. dated March 12, 2001, we
were granted an exclusive license for use of the patent in
retail stores similar to ours. While we have the right to sub-
license the patent, the licensor has agreed not to grant rights

to any of our competitors. [n the event that we or the licensor
has reason to believe that a third party is infringing upon the
patent, the licensor is generally required to bear the expenses
required fo maintain and defend the patent. The term of the
agreement is for the full life of the patent and any improve-
ments thereon. The term will expire in 2019 unless we
terminate the ogreement, upon notice to the ficensor, in the
event that the patent apses due fo the licensor’s non-payment
of maintenance taxes and fees for the patent. We paid the
licensor $760,000 for the license. All paymenis due under the
license have been made and no ongoing payments are
required by us.

We believe our copyrights, service marks, frademarks,
trade secrets, patents and similar intellectuol property are crit-
ical to our success, and we intend, directly or indirectly, to
maintain and protect these marks and, where applicable,
license the intellectual properly and the registrafions for the
intellectual property. We rely on trademark, copyright and
other intellectual property law to protect our proprietary rights
to the exient available in any relevant jurisdiction. We also
depend on trade secret protection through confidentiality and
license agreements with our employees, subsidiaries,
licensees, licensors and others. We may not have agreements
containing adequate protective provisions in every case, and
the contractual provisions thal are in place may not provide us
with adequate protection in oll circumstances. Any infringe-
ment or misappropriation of cur intellectual property rights or
breach of our confidentiality or license agreements could
result in significont lifigation costs, and any failure to
adequately protect our proprietary rights could result in our
competitors offering similar products, potentially resulting in
loss of one or more competitive advantages and decreased
revenues. In addition, intellectual property lifigation or claims
could force us to do one or mare of the following: cease sell-
ing or using any of our products that incorporate the
challenged intellectual property, which would adversely affect
our revenue; obtain a license from the holder of the
intellectual property right alleged to have been infringed,
which license may not be available on reasonable terms, if at
all; and redesign cr, in the case of trademark claims, rename
our products to avoid infringing the intellectual property rights
of third parties, which may net be possible and time-
consuming if it is possible to do so.

Despite our efforts to profect our intellectual property
rights, infellectual property laws afford us only limited pro-
tection. A third party could copy or otherwise obtain
information from us without authorization. Accordingly, we
may not be able to prevent misappropriafion of our
intellectual property or to deter others from developing similar
products or services. Further, manitoring the unauthorized use
of our intellectual property is difficult. Litigation has been and
may continue to be necessary to enforce our intellectual prop-
erty rights or to determine the validity and scope of the
propriefary rights of others. Litigation of this type could result
in substantial costs and diversion of resources, may result in
counterclaims or other claims agoinst us and could sig-
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nificantly harm our results of operations. In addition, the laws
of some foreign countries do not protect our proprietary rights
to the same extent as do the laws of the United States.

We also conduct business in foreign countries to the
extent our merchandise is manufactured or sold outside the
United States and we have opened stores outside the United
States in the past three years, either directly or indirectly
through franchisees. We filed, obtained or plan to file for
registration of marks in foreign countries to the degree neces-
sary fo protect these marks, although our efforts may not be
successful and further there may be resirictions on the use of
these marks in some jurisdictions

SEGMENTS AND GEQOGRAPHIC AREAS

We conduct our operations through three reportable segments
consisting of retail, international franchising, and licensing
and entertainment. The retail segment includes the operating
activities of company-owned stores in the United States,
Canada, the United Kingdom, Irelond and France, and other
retail delivery operations, including our web-store and
nondraditional store locations such as tourist venues and ball-
park stores. The international franchising segment includes the
licensing octivities of our franchise agreements with locations
in Europe, outside of France, Asia, Australia and Africa. The
licensing and entertainment segment has been established to
market the naming and branding rights of our intellectual
properties for third party use.

Our reportable segments are primarily determined by the
types of products and services that they offer. Each reportable
segment may operate in many geographic areos. See the
financial statements included elsewhere in this annual report
on Form 10K for further discussion and finoncial information
related to our segments and the geographic areas in which
we operate.

AVAILABILITY OF INFORMATION

We make certain filings with the SEC, including our annual
report on Form 10K, quarterly reports on Form 10-Q, current
reports on Form 8K, and oll amendments and exhibits to
those reports, available free of charge in the Investor Relations
section of our corporate website, http://ir buildabear.com, as
soon as reasonably practicable after they are filed with the
SEC. The filings are also available through the SEC af the
SEC’s Public Reference Room at 100 F Street, NLE.,
Washington, D.C. 20549 or by calling 1-800-SEC-0330.
Also, these filings are available on the internet at
http://www.sec.gov. Our annual repors to shareholders,
press releases and recent analyst presentations are also
available on our website in the Investor Relalions section or
by writing to the Investor Relations depariment at World
Bearquarters, 1954 Innerbelt Business Center Dr.,

St. Louis, MO 63114,

ITEM 1A, RISK FACTORS

We operate in a changing environment that involves numer-
ous known and unknown risks and uncertainties that could
materially affect our operations. The risks, uncertainties and
other factors sef forth below may cause our actuol results,
performances or achievements to be materially different from
those expressed or implied by our forward-looking statements.
If any of these risks or events occur, our business, financial
condition or results of operations may be adversely affected.

RISKS RELATED TO OUR BUSINESS

If we are unable to generate interest in and demand for our
interactive retail experience, including being able to identify
and respond to consumer preferences in a timely manner, our

financial condition and profitability could be adversely affected.

We believe that our success depends in large part upon our
ability to continue to attract guests with our interactive shop-
ping experience and our ability to anticipate, gauge and
respond in a fimely manner to changing consumer preferences
and fashion trends. We cannot assure you that our past suc-
cess will be suslained or there will continue to be a demand
for our “make-your-own stuffed animal” interactive experience,
or for our stuffed animals, animal apparel and accessories. A
decline in demand for our interactive shopping experience,
our animals, animal apparel or accessories, or a misjudgment
of consumer preferences or fashion trends, could have a
negative impact on our business, financial condition and
results of operations. Furthermore, we may be unable to
atiract guesis to and generate demand for friends 2B made®
interactive shopping experience. If our friends 2B made con-
cept fails to be successful and we determine not to continue it,
we may incur charges as a result and it may have an adverse
impact on the Build-A-Bear Workshop® brand. In addition, if
we miscalculate the market for our merchandise or the pur-
chasing preferences of our guests, we may be required to sell
a significant amount of our inventory at discounted prices or
even below costs, thereby adversely affecting our financial
condition and profitability, For example, in 2007, we
wrote-off $1.6 million, net of tax, of inventory, including
excess Shrek®.

Our future growth and profitability could be adversely
affected if our marketing and on-line initiatives are not effec-
tive in generating sufficient levels of brand awareness and
guest traffic.

In February 2004, after development and testing in selected
markets, we infroduced nationwide o multi-media marketing
program targefing our core demographic guests, principally
parents ond children, which contributed to an increase in our
comparable store sales in fiscal 2004. We continve fo update
and evaluate our marketing initiatives, focusing on brand
awareness and rapidly changing consumer preferences. We
may not be able to successfully engage children in our new
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website, buildabearville.com, and achieve high enough traffic
levels nor be able leverage the site to drive traffic to our
stores. Our future growth and profitability will depend in large
part upon the effectiveness and efficiency of our marketing
programs and future marketing efforts that we undertake,
including our ability to:

* creale greater awareness of our brand, interactive shop-

ping experience and products;

* identify the most effective and efficient level of spending
in each market;

* determine the appropriate creative message and media
mix for marketing expenditures;

* effectively manage marketing costs {including creative
and medio) in order o mainain acceptoble operoting
margins and return on markeling investment;

* select the right geographic areas in which to market;

* convert consumer awareness into actual store visits and
product purchases; and.

reach a level of engagement on the virtual world website
with large numbers of unique visitors with frequent visita-
tion that drives visits to our retail stores resulting in
purchases.

Our planned marketing expenditures may not result in
increased total or comparable store sales or generate suffi-
cient levels of product and brand name awareness. We may
not be able to manage ocur marketing expenditures on a cost-
effective basis.

if we are not able to generate comparable store sales growth,
our results of operations could be adversely offected.

Qur comparable store sales for fiscal 2007 declined ¢.9%
following a 6.5% decline in 2006 ond a 0.2% decline in
fiscal 2005, and an 18.1% increase in fiscal 2004. The
decrease in 2007 was primarily attributable 1o a decline in
shopping mall customer traffic and consumer spending on
discretionary products, changes in media strategies, online
entertainment, children’s media consumption and play pat-
terns, competitive plush animal products and lower than
expected customer purchases of select licensed movie prod-
ucts infroduced in the fiscal 2007 second quorter. The
decrease in 2006 was primarily the result of changing
customer preferences, a decline in customer traffic, and the
more difficult macro economic conditions generally impacting
consumer confidence and spending patterns. In 2005,
ongoing programs in advertising were successful in maintain-
ing our comparable store sales levels. The increase in 2004
was principally as a result of the nationwide multi-media
marketing program we initiated in February 2004, an
appearance on a syndicated television show, enhanced
merchandising initiatives include new product introductions
and strategic parinerships and generally positive macro-
economic conditions, We believe the principal factors that will
affect comparable store results are the following:

* the continuing appeal of our concept;

the effectiveness of our marketing efforts to attract new
and repeat guests;

* consumer confidence and general economic conditions;

* our ability to anticipate and fo respond, in a timely
manner, to consumer trends;

the continued introduction and expansion of our
merchandise offerings;

* the impact of new stores that we open in existing
markets;

* mall traffic;

e Competition for both prodluct offerings as well as in the
ondine space;

* the timing and frequency of national media appearances
and other public relations events; and

* weather conditions.

As a result of these and other factors, we may not be
able to generate or achieve comparable stores sales growth
in the future. If we are unable to do so, our results of oper-
ations could be significantly harmed.

Our growth strategy requires us to open @ significant number
of new stores in the United States, Conada, the United King-
dom, Ireland and France each year. If we are not able to open
new stores or to effectively monage this growth, it could
adversely affect our ability to grow and could significanfly
harm our profitability.

Our growth will largely depend on our ability to open and
operate new stores successfully in the United States, Canada,
the United Kingdom, Ireland ond France. We opened 50, 35
and 30 stores in fiscal 2007, 2006 and 2005, respectively.
We plan to slow new store growth in fiscal 2008. Our plan
includes opening approximately 20 new stores in the United
States and Canada in fiscal 2008 and approximately five
new stores in Europe and cntizipates further store openings in
future years. Our ability to identify and open new stores in
desirable locations and operate such new stores profitably is
a key factor in our ability to grow successfully. We cannot
assure you as to when or whether desirable locations will
become available, the number of Build-A-Bear Workshop
stores that we can or will ultimately open, or whether any
such new stores can be profitably operated. We have not
always succeeded in identifying desirable locations or in
operating our stores successhully in those locations. For exam-
ple, as of December 29, 2007, we have closed two stores
since our inception (not including four stores that we closed in
connection with our 2006 acquisition of Amsbra and The
Bear Factory). We cannot assure you thal we will not have
other stores in the future that we may decide to close. In addi-
tion, our ability to open new stores and manage our growth
will be limited to some extent by market saturation of our
stores. Our ability to open new stores and to manage our
growth also depends on our ability to:

* negotiate acceptable lease terms, including desired ten-

ant improvement allowances;
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* finance the preopening costs, capital expenditures and
working capital requirements of the stores;

* manage inventory to meet the needs of new and exisfing
stores on o timely basis;

* hire, train and retain qualified store personnel;
* develop cooperative relationships with our landlords; and

» successfully integrate new stores into our existing
operations.

In July 2005, we opened our flagship store in New York
City. This store is much larger than our typical mall-based
stores and includes additional facilities, such as a restaurant,
that we do not operate in our typical maltbased stores.
Because of these differences, we may be unable to generate
revenues from this store at a level that justifies keeping the
store open. Closing this store could not only have an adverse
impact on our profitability, as the costs of opening this store
were much larger than those for a typical store, but, as our
flagship sfore, it could also have an adverse impact on the
Build-A-Bear Workshop brand and consumer perception of
our brand.

Increased demands on our operational, manageriel and
administrative resources as a result of our growth strategy
could cause us to operate our business less effectively, which
in turn could cause deterioration in our profitability.

If we are not able to franchise new stores outside of the
United States, Canada, the U.K, Ireland and France, if we are
unable to effectively manage our internationol franchises or if
the laws relating to our international franchises change, our
growih and profitability could be adversely affected and we
could be exposed to additional liability.

In 2003, we began to expand the Build-A-Bear Workshop
brand outside of the United States, opening our own stores in
Canada and our first franchised location in the United King-
dom. We intend to continue expanding outside of our
company-owned regions through franchising in several coun-
tries over the next several years. As of December 29, 2007,
there were 53 Build-A-Bear Workshop franchised stores
located outside of the United States, Canada the U.K and
France. We have limited experience in franchising and we
may not be successful in maintaining and implementing our
international franchising strategy. In addition, we cannot
assure you that our franchisees will be successful in identifying
and securing desirable locations or in operating their stores.
International markets frequently have different demographic
characteristics, competitive conditions, cansumer tastes and
discretionary spending patterns than our existing United
States, Canadian and European markets, which may cause
these stores to be less successful than those in our existing
markets. Additionally, aur franchisees may experience mer-
chandising and distribution expenses and challenges that are
different from those we currently encounter in our existing
markets. The operations and results of our franchisees could

be negatively impacted by the economic or political factors in
the countries in which they operate. These challenges, as well
as others, could have a material adverse effect on our busi-
ness, financial condition and results of operations.

The success of our franchising strategy will depend upon
our ability to atiract qualified franchisees with sufficient finan-
cial resources to develop and grow the franchise operation
and upon the ability of those franchisees to develop and
operate their franchised stores. Franchisees may not operate
stores in a manner consistent with our standards and require-
ments, may not hire and frain qualified managers and other
store personnel and may not operate their stores profitably.
As a result, our franchising strategy may not be profitable to
us. Moreover, our brand image and reputation may suffer. For
example, our initial franchisees in South Korea, the Nether-
lands and France performed below expectations and we
transferred those agreements to other parties. In addition, our
franchisee in India has informed us of its intention to close the
three stores currently in operation and discontinue the fran-
chise agreement as a result of being unable to profitably
operate their stores. Furthermore, even if our international
franchising strategy is successful, the interests of franchisees
might sometimes conflict with our interests. For example,
whereas franchisees are concerned with their individual busi-
ness strategies and objectives, we are responsible for
ensuring the success of the Build-A-Bear Workshop brand and
ali of our stores.

The laws of the various foreign countries in which our
franchisees operate govern our relationships with our franchi-
sees. These laws, and any new laws that may be enactfed,
may detrimentally offect the rights and obligations between us
and our franchisees and could expose us to additional liability.

A decrease in the customer traffic generated by the shopping
malls in which we are located, which we depend upon to
altract guests to our stores, could adversely affect our finan-
cial condition and profitability.

While we invest heavily in integrated marketing efforts and
believe we are more of a destination locafion than traditional
retailers, we rely to a great extent on customer traffic in the
malis in which our stores are located. In order to generate
guest traffic, we generally attempt lo locate our stores in
prominent locations within high traffic shopping malls. We
rely on the ability of the malls’ anchor tenants, generally large
department stores, and on the continuing popularity of malls
as shopping destinations. We cannot confrol the development
of new shopping malls, the addifion or loss of anchors and
co-tenants, the availability or cost of appropriate locations
within existing or new shopping malls or the desirability,
safety or success of shopping malls. In addilion, customer mall
traffic may be reduced due to a loss of consumer confidence
because of terrorism or war. If we are unable to generate
sufficient guest traffic, our sales and results of operations
would be harmed. A significant decrease in shopping mall
traffic could have a material adverse effect on our financial
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condition and profitability. For example, the slower economy
has caused us to reduce or growth plan, particularly for new
stores in the U.S.

A decline in general economic conditions could lead to dis-
proportionately reduced consumer demand for our products,
which represent relatively discrefionary spending and have an
adverse effect on our liquidity and profitability.

Since purchases of our merchandise are dependent upon
discretionary spending by our guests, our financial perform-
ance is sensilive to changes in overall economic conditions
that affect consumer spending. Consumer spending habits are
affected by, among other things, prevailing economic con-
ditions, levels of employment, salaries and wage rates,
consumer confidence and consumer perception of economic
conditions. A general or perceived slowdown in the United
States, Canadian or U.K. economies or uncertainty as to the
economic outlook could reduce discretionary spending or
cause a shift in consumer discretionary spending to other
products. Any of these factors would likely couse us to delay
or slow our expansion plans, result in lower net sales and
could also result in excess inventories, which could, in turn,
lead to increased merchandise markdowns and related costs
associated with higher levels of inventory and adversely affect
our liquidity and profitability.

Our market share may be adversely impacted at any time by
a significant number of compefitors.

We operate in o highly compefitive environment charac-
terized by low barriers to entry. We compete against a
diverse group of competitors. Because we are mall-based, we
see our competition as those mall-based retailers that compete
tor prime mall locations, including various apparel, footwear
and specialty retailers. We also compete with toy retailers,
such as Wal-Mart, Toys “R” Us, Target, Kmart and Sears and
other discount chains, as well as with a number of manu-
facturers that sell plush toys in the United States and Canada,
including, but not limited to, Ty, Fisher Price, Mattel, Ganz,
Russ Berrie, Applause, Boyd's, Hasbro, Commonwedlth,
Gund and Vermont Teddy Bear. Since we offer our guests an
experience as well as merchandise, we also view our competi-
tion as any company that competes for our guests’ time and
entertainment dollars, such as movie theaters, restaurants,
amusement parks and arcades. In addition, there are several
small companies that operate “make your own” teddy bear
and stuffed animal experiences in retail stores and kiosks.
Although we believe that currently none of these companies
offers the breadth and depth of the Build-A-Bear Workshop
products and experience, we cannot assure you that they will
not compete directly with us in the future.

Many of our competitors have longer operating histories,
significantly greater financial, marketing and other resources,
and greoter name recognition. We cannot assure you that we
will be able fo compete successfully with them in the future,
particularly in geographic locations that represent new mar-

kets for us. If we fail to compete successfully, our market share
and results of operations could be materially and adversely
affected.

We also believe that there is on emerging trend within
children’s play patterns towards internet and online play. In
2006, kids aged 2 to 11 spent an average of 9 hours and 24
minutes per week on line which was an increase of over 40%
from 2003. By kindergorten, %2% of kids have used the inter-
net and the largest group of new users of the internet is kids
age 2 to 5. Emarketer.com recently reported that 16% of
internet users age 3-17 visited a virtual world websile in 2006
which is expected to grow to 53% over the next five years.
Therefore, we believe we compete with other companies and
internet sites that vie for children’s attention in the online
space including webkinz.com, clubpenguin.com and
neopels.com. A growing number of traditional children’s toy
and entertainment companies have also developed their own
virtual world online play sites including Barbie.com,
be-bratz.com and virtualmagickingdom.com. We cannot
assure you that children’s preferences for our praducts will
remain strong nor that our online website for children,
buildabearville.com™, will be successful in attracting children
to our brand. If children decide to engage with other products
or websites, our sales will be negatively impacted and our
results will be materially impacted.

We may not realize some of the expected benefits of the
acquisition of Amshra and The Bear Factory, and the inclusion
of France as a company-owned country.

In April 2006, we acquired The Bear Factory Limited, a stuf-
fed animal retailer in the U.K. owned by The Hamleys Group
Limited and Amsbra Limited, our former U.K. franchisee. Both
The Bear Factory and Amsbra had losses in 2006, 2005 and
prior fiscal years. In 2007, we terminated our French fran-
chise agreement and opened cur first company-owned stores
in France. Although we believe that we can realize benefits
from these operations as parf of our larger company through
marketing, product and store execution practices, we may be
unable to do so on a consistent basis. In particular, we may
be unable to successfully leverage our purchasing power and
expertise, and may be unable 1o raise sales levels sufficiently
to generate benefits. In addition, other than Canada, we had
not directly operated non-U.5. businesses, prior to 2006, and
we face business, regulatory and culiural differences from our
domestic business, such as economic conditions in the U.K.
and France, changes in foreign government policies and regu-
lations in the U.K. and France and potential restrictions on the
right to convert and repatriate currency, as well as other risks
that we may not anticipate. We also face difficulties realizing
benetits in the U.K. and France because we have less brand
awareness than in the U.S., face higher labor and rent costs,
and have different holiday schedules.

Our leases in the United Kingdom and Ireland also typi-
cally contain provisions requiring rent reviews every five years
in which the base rent that we pay is adjusted to current
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market rates. These rent reviews require that base rents cannot
be reduced if market conditions have deteriorated but can be
changed “upwards only”. We may be required to pay base
rents that are significantly higher than we have forecast. For
example, past rent reviews have resulted in increases as high
as 40% in select locations within the UK. Additionally, leases
in France may require us to pay an entry fee to the landlord
or make key money paymenis to secure lease assignments
from current tenants. French leases also are subject to annual
indexation increases that are typically tied to French
economic metrics. We may not be able to operate store loco-
tions profitably because of these economic differences.

We may not be able to operate successhully if we lose key
personnel, are unable to hire qualified additional personnel,
or experience lurnover of our management team.

The success of our business depends upon our senior manage-
ment closely supervising all aspects of our business, in
particular the operation of our stores and the design,
procurement and allocation of our merchandise. Also,
because guest service is a defining leature of the Build-A-Bear
Workshop corporate culture, we must be able to hire and
train qualified managers and Bear Builder associates to suc-
ceed. The loss of certain key employees, including Maxine
Clark, our founder and Chief Executive Bear, or other mem-
bers of our senior management, our inability to attract and
retain other qualified key employees or a laber shortage that
reduces the pool of qualified store associates could have @
material adverse effect on our business, financial condition
and results of operations. We generally do not maintain key
person insurance with respect to our execulives, management
or other personnel, except for limited coverage of our Chief
Executive Bear, which we do not believe would be suHicient
to completely protect us against losses we may suffer if her
services were fo become unavailable to us in the future.

We rely on a few vendors to supply substantially afl of cur
merchandise, and any disruption in their ability to deliver
merchandise could harm our ability to source products and
supply inventory to our stores.

We do not own or operate any manufacturing facilities. We
purchased approximately 84% in fiscal 2007, approximately
83% of our merchandise in fiscal 2006 and approximately
86% of our merchandise in fiscal 2005, from three vendors.
These vendors in turn contract for our orders with multiple
manufaciuring facilities for the production of merchandise.
Our relationships with our venders generally are on a pur-
chase order basis and do not provide a contractual obligation
to provide adequate supply, quality or acceptable pricing on
a long-term basis. Our vendors could discantinue sourcing
merchandise for us at any time. If any of our significant ven-
dors were to discontinue their relationship with us, or if the
factories with which they contract were to suffer a disruption
in their production, we may be unable to replace the vendors
in o timely manner, which could result in shortterm disruption

to our inventory flow as we fransition our orders to new ven-
dors or factories which could, in turn, disrupt our store
operations and have an adverse effect on our business, finan-
cial condition and results of operations.

Our merchandise is manufactured by foreign manufacturers
and we transact business in various foreign countries; there-
fore the availability and costs of our products, as well as our
product pricing, may be negatively affected by risks asso-
ciated with internationa! manufacturing and trade and foreign
currency fluctuations.

We purchase our merchandise from domestic vendors who
contract with manufacturers in foreign countries, primarily in
China. Any event causing a disruption of imports, including
the imposition of import restrictions or labor strikes or lock-
outs, could adversely affect our business. For example, in
fiscal 2002, we experienced disruption to our import of mer-
chandise as well as increased shipping costs associated with
a dock-worker labor dispute. The flow of merchandise from
our vendors could also be adversely affected by financial or
political instability in any of the countries in which the goods
we purchase are manufactured, especially China, if the
instability affects the production or export of merchandise
from those countries. Trade restrictions in the form of tariffs or
quotas, or both, applicable to the products we sell could also
affect the importation of those products and could increase the
cost and reduce the supply of products ovaitable to us. In
addition, decreases in the value of the U.S. dollar against
foreign currencies, parficularly the Chinese renminbi, could
increase the cost of products we purchase from overseas
vendors. The pricing of our products in our stores may also be
affected by changes in foreign currency rates and require us
to make adjustments which would impact our revenue and
profit in various markets.

We rely on a single company-owned distribution center to
service the majority of our stores in North America, we may
be unable to realize the anticipated benefits from our
company-owned distribution center and our third-party dis-
tribution center providers used in Canada and Evrope may

perform poorly.

The efficient operation of our stores is dependent on our abil-
ity to distribute merchandise to locations throughout the United
States, Canada and Europe in o timely manner. Before 2006,
we had relied on third porties to manage all of the ware-
housing and distribution aspects of our business and continue
to rely on them for @ portion of our operations in Canada ond
Europe. In September 2006, we completed construction of o
350,000-square-foot distribution center in Groveport, Chio.
We rely on this company-owned distribution center to receive,
store and distribute merchandise for the majority of our North
America stores. Any significant interruption in the operation of
the distribution center due to natural disasters and severe
weather, as well as events such as fire, accidents, power
outages, system failures or other unforeseen causes could
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damage a significant portion of our inventory. These factors
may also impair our ability to adequately stock our stores and
could increase our costs associated with our supply chain.
Although we have added key personnel with experience in
the management of warehouses and distribution centers, we
do not have extensive experience in this area, and we may
not be able to manage these functions as well as third party
providers, which could disrupt our business. Even if we are
able to manage this aspect of our business effectively, we
may not realize all of the cost efficiencies and other benefits
we currently expect from owning and operating the Groveport
distribution center, which would adversely affect our results of
operations.

If we are unable to renew or replace our store leases or enter
into leases for new stores on favorable terms, or if we violate
any of the terms of our current leases, our growth and profit-

ability could be harmed.

We lease all of our store locations. The majority of our store
leases contain provisions for base rent plus percentage rent
based on sales in excess of an agreed upon minimum annual
sales level. A number of our leases include a termination
provision which applies if we do not meet certain sales levels
during a specified period, typically in the third to fourth year
of the lease. In addition, most of our leases will expire within
the next ten years and generally do not contain options to
renew. Furthermore, some of these leases contain various
restrictions relating to change of control of our company. Qur
leases olso subject us fo risks relating to compliance with
changing mall rules and the exercise of discretion by our land-
lords on various matters within the malls. In addition, the lease
for our store in the DOWNTOWN DISNEY® District at the
DISNEYLAND® Resort in Anaheim, California provides that
the landlord may terminate the lease at any time, subject to
the payment of an early termination fee. As a result, we
cannot assure you that the landlord will not exercise its right
to terminate this lease,

In addition, most of our leases will expire within the next
fen years and our initial leases ore near completion and do
not contain opfions to renew. We may not be offered a lease
renewal by our landlord, moy not be able to renew leases
under favarable economic terms or maintain cur existing store
location thereby requiring additional capital expenditure to
move the store location within the mall. Those locations may
be in parts of the mall that have less traffic or be positioned
further from our desired co-tenanis and our ongoing sales and
profitability results may be negatively affected.

We may suffer negative publicity or be sued if the manuy-
facturers of our merchandise violate labor laws or engage in
practices that our guests believe are unethical, or if our prod-
ucts are recalled or cause injuries.

We rely on our sourcing personnel to select manufacturers
with legal and ethical labor practices, but we cannot control
the business and labor praclices of our manufacturers. If one

of these manufacturers violates labor laws or other applicable
regulations or is accused of violating these laws and regu-
lations, or if such @ manutacturer engages in labor or other
practices that diverge from those typically occeptable in the
United States, we could in furn sxperience negative publicity
or be sued.

We may suffer negative publicity or be sued if the manu-
facturers of our merchandise ship any products that do not
meet current sofety stondards or production requirements.

Although we require our manufacturers to meet specific prod-
uct safety standards and submit our products for testing, we
cannot control the materials used by our manufacturers. If one
of these manufacturers ships merchandise that does not meet
our required standards, we could in turn experience negative
publicity or be sued.

Many of our products are used by small children and
infants who may be injured from usage. We may decide or
be required to recall products or be subject to claims or law-
suits resulting from injuries. For example, in January 2003 we
voluntarily recalled a product duve to o possible safety issue,
for which a vendor reimbursed us for certain related
expenses. Negative publicity in the event of any recall or if
any children are injured from our products could have o mate-
rial adverse effect on sales of our products and our business,
and related recalls or lawsuits with respect to such injuries
could have a material adverse effect on our financial position.
Although we currently have liakility insurance, we cannot
assure you that it would cover product recalls and we face the
risk that claims or ligbilities will exceed our insurance cover-
age. Furthermore, we may not be able to maintain adequate
liobility insurance in the future.

Portions of our business are subject to privacy and security
risks. If we improperly obtain, or are unable fo protect,
information from our guests, in violation of privacy or security
laws or expectations, we could be subject to liability and
damage to our reputation.

In addition to serving as an online sales portal, our website,
www.buildabear.com, features children’s games, e<cards and
printable party invitations and thank-you notes, and provides
an opportunity for children under the age of 13 to sign up,
with the consent of their parent or guardian, to receive our
online newsletter. We currently obtain and retain personal
information about our website users. In additien, we obtain
personal infermation about cur guests as part of their registra-
tion in our Find-A-Bear® identification system. Federal, state
and foreign governments have enacted or may enact laws or
regulations regarding the collection and use of personal
information, with particular emphasis on the collection of
information regarding minors. Such regulations include or
may include requirements that companies establish proce-
dures to:

* give adequate notice regarding information collection

and disclosure practices;
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* allow consumers to have personal information deleted
from a company’s database;

* provide consumers with access to their personal
information and the ability to rectify inaccurate
information;

* obtain express parental consent prior to collecting and
using personal information from children; and

* comply with the Federal Children’s Online Privacy Pro-
tection Act.

Such regulation may also include enforcement and
redress provisions. While we have implemented programs
and procedures designed to protect the privacy of people,
including children, from whom we collect information, and our
website is designed to be fully compliant with the Federal
Children’s Online Privacy Protection Act, there can be no
assurance that such programs will conform 1o all applicable
laws or regulations.

We have a stringent privacy policy covering the
information we collect from our guests and have established
securily features to protect our guest database and website.
However, our security measures may not prevent security
breaches. We may need to expend significant resources to
protect against security breaches or to address problems
caused by breaches. {f third persons were able to penetrate
our network security and gain access to, or otherwise mis-
appropriate, our guests” personal information, it could harm
our reputation and, therefore, our business and we could be
subject to liability. Such liability could include ciaims for mis-
use of personal information or unauthorized use of credit
cards, These claims could result in liligation, our involvement
in which, regardless of the outcome, could require us to
expend significant financial resources. In addition, because
our guest database primarily includes personal information of
young children and young children frequently interact with our
website, we are potentially vulnerable to charges from
parents, children’s organizations, governmental entities, and
the media of engaging in inappropriate collection, distribution
or other use of data collected from children. Such charges
could adversely impoct guest relationships and ultimately
cause a decrease in net sales and also expose us to litigation
and possible liability.

Our virtual world website, primarily for children,
buildabearville.com™, allows social interaction between
users. While we have security features and chat monitoring,
our security measures may not protect users’ identities and our
online safety measures may be questioned which may result in
negative publicity or a decrease in visitors to our site. [f site
users act inappropriately or seek unauthorized contact with
other users of the site, it could harm our reputation and, there-
fore, our business and we could be subject to liability. Internet
privacy is a rapidly changing area and we may be subject to
future requirements and legislature that are costly to imple-
ment and negatively impact our results.

We may fail fo renew, register or otherwise protect our trade-
marks or other intellectual property and may be sued by third
parties for infringement or, misappropriation of their propri-
etary rights, which could be costly, distract our management
and personnel and which could result in the diminution in
value of our trademarks and other important intellectual
property.

Other parties have asserted in the past, and may assert in the
future, trademark, patent, copyright or other intellectual prop-
erly rights that are important to our business. We cannot
assure you that others will not seek to block the use of or seek
monetary damages or other remedies for the prior use of our
brand names or other intellectual property or the sale of our
products or services as a violation of their trademark, patent
or other proprietary rights. Defending any claims, even claims
without merit, could be timeconsuming, result in costly seftle-
ments, litigation or restrictions on our business and damage
our reputation.

In addition, there may be prior registrations or use of
intellectual property in the U.S. or foreign countries for similar
or competing marks or other proprietary rights of which we
are not aware. In all such countries it may be possible for any
third party owner of a national trademark registration or other
proprietary right to enjoin or limit our expansion into those
countries or to seek damages for our use of such intellectual
property in such countries. In the event a cloim against us
were successful and we could not obtain « license to the rele-
vant infellectual property or redesign or rename our products
or operations to avoid infringement, our business, financial
condition or results of operations could be harmed. Securing
registrations does not fully insulate us against intelleciual
property claims, as another party may have rights superior to
our registration or our registration may be vulnerable 1o atiack
on various grounds.

Our profitability could be adversely affected by high petro-
leum products prices.

The profitability of our business depends to 6 certain degree
upon the price of petroleum products, both as a component of
the transportation costs for delivery of inventory from our
vendors fo our stores and as a raw material used in the pro-
duction of our animal skins. Petroleum prices have recently
risen to historic or near historic highs. For example, our results
in fiscal 2007 were impacted by fue! surcharges due to
higher petroleum products prices. We are unable to predict
what the price of crude oil and the resulting petroleum prod-
ucts will be in the future, We may be unable to pass along to
our customers the increased costs that would result from
higher petroleum prices. Therefore, any such increase could
have an adverse impact on our business and profitability.
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RISKS RELATED TO OWNING OUR COMMON STOCK

Fluctuations in our quarterly results of operations could cause
the price of our common stock to substantially decline.

Retailers generally are subject to fluctuations in quarterly
results. Qur operoting results for one period moy not be
indicative of results for other periods, and may fluctuate sig-
nificantly due to a variety of factors, including:

* the timing of new store openings and related expenses;

* the profitability of our stores;

* increases or decreases in comporable store soles;

* the timing and frequency of our marketing initiatives;

* changes in general economic conditions and consumer

spending patterns;

changes in consumer preferences;

the continued introduction and expansion of merchandise
offerings;

* the effectiveness of our inventory management;

* actlions of competitors or mall anchors and cotenants;

* seasonal shopping patterns, including whether the Easter
holiday occurs in the first or second quarter and other
vacation schedules;

* the timing and frequency of national media appearances
and other public relations events; and

* weather conditions.

If our future quarterly results fluctuate significantly or fail
to meet the expectations of the investment community, then the
market price of our common stock could decline substantially.

Our cerfificate of incorporation and bylaws and Delaware iaw
contain provisions that may prevent or frusirate attempls to
replace or remove our current management by our stock-
holders, even if such replacement or removal may be in our
stockholders’ best interests.

Our basic corporate documents and Defaware law contain
provisions that might enable our management fo resist a toke-
over. These provisions:
* restrict various types of business combinations with sig-
nificant stockholders;

provide for a classified board of directors;

limit the right of stockholders o remove directors or
change the size of the board of directors;

* limit the right of stockholders to fill vacancies on the
board of directors;

* limit the right of stockholders to act by written consent
and to call o special meeting of stockholders or propose
other actions;

« require a higher percentage of stockholders than would
otherwise be required to amend, alter, change or repeal
our bylaws and certain provisions of our certificate of
incorporation; and

* authorize the issuance of preferred stock with any voting
rights, dividend rights, conversion privileges, redemption
rights and liquidation rights and other rights, preferences,
privileges, powers, qualifications, limitations or
restrictions as may be specified by our board of
directors.

These provisions may:

* discourage, delay or prevent a change in the contro! of
our company or a change in our management, even if
such change may be in the best interests of our stock-
holders;

* adversely affect the voting power of holders of common
stock; and

» limit the price thot investors might be willing to pay in the
future for shares of our cemmon stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS
Not applicable.

ITEM 2. PROPERTIES
STORES

As of December 29, 2007, we operated 272 retail stores
located primarily in major malls throughout the United States
and Canada, 45 stores located in the United Kingdom, three
stores in France and one store in Ireland. Our mall-based
stores generally range in size from 2,000 to 4,000 gross
square feet and average approximately 2,600 square feet,
while our tourist location stores currently range up to 7,000
square feet and our flagship store in New York City is approx-
imately 20,000 square feet. Our stores are highly visual and
colorful featuring a teddy bear theme and larger than life
details including a “sentry bear” at the front entry, custom-
designed fixtures as well as a customized Build-A-Bear
Workshop® tile logo in our entryway. Qur stores are
designed to be open and inviting so that guests can fully
immerse in the shopping experience and actively participate
in the creation and customization of their purchase. Our typi-
cal store features two stuffing machines, five Name Me
computer stations and numercus displays of fully-dressed stuf-
fed animals throughout the stcre. We select malls and make
site selections within the mall based vpon demographic analy-
sis, markel research, site visits and mall dynomics as well os a
proprietary forecasting model that projects @ potential loca-
tion's first year sales. We have idenfified a significant number
of target sites that meet our criteria for new stores in new and
existing markets. We seek to locate our mall-based stores in
areas with maximum customer traffic, often near to or in the
center of the mall, as well as offering odjacencies to other
children, teen and family retailers. After we approve a site, it
typically takes approximately 25 weeks to finalize the lease,
design the layout, build out the site, hire and train associates,
and stock the store for opening.

We lease all of our store locations. Due to our attraction
as o family-oriented entertainment destination concept with
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high net sales per gross square foot that, in fiscal 2007,
generally exceeded the average for the malls in which we
operated, we have received numerous requests from mall
owners and developers to locate o Build-A-Bear Workshop
store in their malls. We believe that we generally have nego-
tiated favorable lease terms including provisions providing for
exclusivity of operation of our concept in the mall.

Most of our leases have an initial term of ten years and
do not have renewal options or clauses although our leases in
the UK and France are typically covered by lows and legis-
lature that give us priority rights of renewal. A number of our
leases provide a lease termination or “kick out” option, which
may be mutual, allowing either party to exercise the option in
a pre-determined year or years, typically the third or fourth
year of the lease, if we do not meet certain agreed upon
minimum sales levels. In addition, our leases typically require
us to pay personal property faxes, our pro rato share of real
property taxes of the shopping mall, cur own utilities, repairs
and maintenance in our store, a pro rata share of the malls’
common area maintenance and, in some instances, merchant
association fees and media fund contributions. Most of our
leases in North America also require the payment of a fixed
minimum rent as well as percentage rent based on sales in
excess of agreed upon minimum annual sales levels. Our
leoses in the United Kingdom and Ireland typically have rent
reviews every five years in which the base rental rate is
adjusted to current market rotes if they are higher than the
original rent agreed. Leases in France may require us fo pay
an entry fee to the landlord or make key money paymenis to
secure lease assignments from current tenants. French leases
also are subject to annual indexation increases that are typi-
cally tied to French economic metrics.

Following is a list of our 321 company-owned stores in
the United States, Canada, the United Kingdom, Ireland and
France as of December 29, 2007:

Number of Number of
State Stores State Stores
United States
Alabama ......... 4 Missouri .. ....... 7
Alaska ........... 1 Montana ........ 1
Arizorg .. ........ 5 Nebraska ....... 1
Arkansas ......... 3 Nevada ......... 4
Cdlifornia . ....... 26 New Hompshire . . 2
Colorade ... ...... 6 New Jersey ...... 12
Connecticut .. ..... 5 New Mexico ... .. 1
Deloware ......... 1 New York .. ..... 13
Florida ........... 18 North Carolina . .. 8
Georgia .......... 7 Chio ........... 10
Howaii........... 1 Cklahoma ....... 2
ldehe ............ 1 Cregon ......... 3
Minois ........... 8 Pennsylvania ... .. 11
Indiana .......... 7 Puerto Rico ...... 1
lowa ............ 3 Rhode Island . . ... 1
Kaonsas ........... 2 South Carolina ... 3
Kertucky ......... 3 Tennessee ....... 6
lovisiana ......... 3 Texas ........... 19
Maine ........... 2 Utah ........... 3
Maryland ... ...... 5 Virginio ......... ]
Massachusehts .. ... 9 Washington . . . ... 5
Michigan .. ....... 4 West Virginia . ... 1
Minnesola ........ 2 Wisconsin ....... 5
Mississippi . ....... 1
Canada
Alberta .......... 2 Nova Scetia ... .. 1
British Columbia ... 3 Ontario ......... 8
Manitoba . ........ 1 Quebec ......... 3
United Kingdom
Englond .......... 38 Wales .......... i
Scotland ......... &
Irelond . ... ...... |
France ....... ... 3

NON-STORE PROPERTIES

In addition to leasing all of our store locations, we lease
approximately 59,000 square feet for our corporate head-
quarters, or World Bearquarters, in St. Louis, Missouri. Our
World Bearquarters houses our corporate staff, our call center
and our on-site training facilities. The lease was amended,
effective January 1, 2008 with o five-year term, and may be
extended for two additional five-year terms, In 2007, our web
fulfillment site moved to our company-owned warehouse and
distribution center.

in the United Kingdom, we lease approximately
2,000 square feet for our regional headquarters, or U.K.
Bearquarters, in Windsor, England. The lease commenced on
August 2003. The lecse can be terminated at any time by
either party giving nofice of termination six months prior to
cancellation.

In September 2006, we completed construction of a
company-owned warehouse and distribulion center, or
Bearhouse, in Groveport, Chio. The facility is approximately
350,000 square feet.
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ITEM 3. LEGAL PROCEEDINGS

PERFORMANCE GRAPH

From time to time we are involved in ordinary routine litigation
typical for companies engaged in our line of business. We
are involved in several court actions seeking to enforce our
intellectual property rights or to determine the validity and
scope of the proprietary rights of others. As of the date of this
annual report on Form 10K, we are not involved in any pend-
ing legal proceedings that we believe would be likely to have
a materiol adverse effect on our financial condition or results
of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE CF
SECURITY HOLDERS

There were no matters submitted to a vote of security holders
in the fourth quarter of fiscal 2007.

PART I

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY,
RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

OCur common stock is listed on the New York Stock Exchange
(NYSE} under the symbol “BBW.” Qur common stock com-
menced trading on the NYSE on October 28, 2004. The
tollowing table sets forth the high and low sale prices of our
common stock for the periods indicated.

Fiscal 2007 Fiscal 2006
High Low High Low
First Quarter $31.50  $22.00 $32.57  $26.80
Second Quarter $31.19  $22.10 $32.90 $20.87
Third Quarter $26.24 $15.10 $24.44 $19.45
Fourth Quarter 51998 $13.76 $32.08 $21.71

As of March 7, 2008, the number of holders of record of
the Company’s common stock totaled approximately 1,260.

The following performance gragh compares the 38-month
cumulative total stockholder return of the Company’s commen
Stock, with the cumulative total return on the Russell 2000®
Index and an SEC-defined peer group of companies identified
as SIC Code 5600-5699 (the “Peer Group”). The Peer Group
consists of companies whose primary business is the oper-
ation of apparel and accessory retoil stores. Build-A-Bear
Workshop® is not strictly a merchandise retailer and there is a
strong interactive, entertainment component to the Company’s
business which differentiates it from retailers in the Peer
Group. However, in the absence of any other readily identifi-
able peer group, we believe the use of the Peer Group is
appropriate,

The performance graph starts with the Company’s initial
public offering on October 28, 2004 and ends on
December 28, 2007, the last trading day prior to
December 29, 2007, the end of the Company’s fiscal 2007.
The graph assumes that $100 was invested on October 28,
2004 in each of the Company’s common stock, the Russell
2000® Index and the Peer Group, and that all dividends
were reinvested.

These indices are included only for comparative purposes
as required by Securities and Exchange Commission rules
and do not necessarily reflect management’s opinion that such
indices are an appropriate measure of the relative perform-
ance of the Common Stock. They are not intended to forecast
the possible future performance of the Common Stock.

COMPARISON OF 38 MONTH CUMULATIVE TOTAL RETURN®

B Build-A-Bear Workshop, Inc.
& The Russell 2000 ndex
Q A Peer Group

$150 T
i
i
3 4
$100 !
'
|
|
$50 L
Oct. Dec. Dec. Dec. Dec.
2004 2005 2006 2007
Oct. 2004  Dec, 2004 Dec. 2005 Dec. 2006 Dec. 2007
[ | 100.00 140.32 118,32 111.86 55.69
A 100.00 115.98 116.62 138.04 135.88
8] 100.00 105.69 121.98 137.78 107.16

* $100 invested on 10/28/04 in stock or index-including reinvestmant of dividends.
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ISSUER PURCHASES OF EQUITY SECURITIES

{d)

Maximum Number

(or Approximate

le) Dollar Value) of
la) (] Tota] Number of Shares [or Units)
Total Number of  Average Shares {or Units} that May Yet Be
Shares Price Paid  Purchased as Portof  Purchased Under
{or Units) Per Share  Publicdly Announced the Plans or
Period Purchased {or Unit) Plans or Program Programs
Dec. 31, 2006 — Jan. 27, 2007 — N/A — —
Jan. 28, 2007 — Feb. 24, 20070 30,000 §$27.54 30,000 $24,173,677
Feb. 25, 2007 — March 31, 200702 164,093 $26.34 146,500 $20,333,516
Apr. 1, 2007 — Apr. 28, 2007 — N/A — —
Apr. 29, 2007 — Moy 26, 2007 - N/A - -
May 27, 2007 — June 30, 20072 208 §$29.92 - —
Jul. 1, 2007 — Jul. 28, 2007 — N/A — —
Jul. 29, 2007 — Aug. 25, 2007 _ N/A - -
Aug. 26, 2007 — Sep. 29, 2007 1,604 $16.46 - -
Sep. 30, 2007 — Cct. 27, 2007 — N/A - —
Qct. 28, 2007 ~ Nov. 24, 2007 - N/A - —
Nov. 25, 2007 — Dec. 29, 2007 - N/A - -
Total 195,905 $26.45 176,500 $20,333,516

(1) On February 20, 2007, we announced o $25 million share repurchose program of our outstanding common stock over the next twelve months. The program was
avthorized by our board of directors. Purchases may be made in the open market or in privately negoticted transactions, with the lavei and timing of activity
depending on market conditions, other investment opportunilies, and cther faciors. Purchases moy be increosed, decreased or discontinved at any fime without

nolice. Shares purchased under the program were subsequently retired.

[2) Represents shares of cur common stock delivered to us in satisfaction of the tax withholding cbligation of holders of restricted shares which vested during the
quarter. Cur equity incentive plans provide that the value of shares delivered to us to pay the withheld io cover tax obligations is coleulated as the average of the
high and low Irading price of our common stock on the date the relevant transaction occurs.
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On February 20, 2007, we announced a $25 million
share repurchase program of our outstanding common stock
over the next twelve months. The program was authorized by
our board of directors. Purchases may be made in the open
market or in privately negotiated transactions, with the level
and timing of activity depending on market conditions, other
investment opportunities, and other factors. Purchases may be
increased, decreased or discontinued at any time without
notice. As of March 7, 2008, approximately 176,500 shares
at an average price of $26.44 per share have been
repurchased under this program.

On March 10, 2008, we announced an expanded share
repurchase program. Under this expanded share repurchase
program, we currently intend fo purchase up to $50 million of
our common stock in the open market {including through
10b5-1 1rading plans), through privately negotiated trans-
actions, or through an accelerated repurchase transaction.
The primary source of funding for the program is expected to
be cash on hand. The fiming and amount of share
repurchases, if any, will depend on price, market conditions,
applicable regulatory requirements, and other factors. The
program authorizes the Company to repurchase shares over
the next 12 months, does not require us to repurchase any
specific number of shares, and may be modified, suspended
or terminated at any time without prior notice. Shares
repurchased under the progrom will be subsequently refired.

RECENT SALES OF UNREGISTERED SECURITIES

There were no sales of unregistered securities during the
fourth quarter of fiscal 2007.

DIVIDEND POLICY

We paid a speciol $10.0 million cash dividend to our stock-
holders in August 2004. We anticipate that we will retain any
future earnings to support operations and to finance the
growth and development of our business, and we do not
expect, al this time, to pay cash dividends in the future. Any
future determination relating to our dividend policy will be
made at the discretion of our board of directors and will
depend en o number of factors, including future earnings,
capital requirements, financial conditions, future prospects

and other factors that the board of directors may deem rele-
vant. Additionally, under our ¢redit agreement, we are
prohibited from declaring dividends without the prior consent
of our lender, subject to certain exceptions, as described in
“Management’s Discussion and Analysis of Financial Con-
dition and Results of Operations — Liquidity and Capital
Resources.”

ITEM 6. SELECTED FINANCIAL DATA

Throughout this annual report on Form 10K, we refer to our
fiscal years ended December 29, 2007, December 30,
2006, December 31, 20035, January 1, 2005 and January 3,
2004, as fiscal years 2007, 2006, 2005, 2004, ond 2003,
respectively. Our fiscal year consists of 52 or 53 weeks, and
ends on the Saturday nearest December 31 in eoch year,
Fiscal years 2007, 2006, 2005, and 2004 included 52
weeks and fiscal year 2003 included 53 weeks. All of our
fiscal quarters presented in this annual report on Form 10-K
included 13 weeks. When we refer to our fiscal quarters, or
any three month period ending as of a specified date, we are
referring to the 13-week period prior o that dote.

The following table sets forth, for the periods and dates
indicated, our selected consolidated financial and operating
data. The balance sheet data as of December 29, 2007 and
December 30, 2006 and the statement of operations and
other financial data for our fiscal years ended December 29,
2007, December 30, 2006 and December 31, 2005 are
derived from our audited financial statements included else-
where in this annual report on Form 10-K. The balance sheet
data as of December 31, 2005, January 1, 2005 ond Jan-
uary 3, 2004, and the stotement of operations and other
financial data for our fiscal years ended January 1, 2005 and
January 3, 2004 are derived from our audited consclidated
financial statements that are not included in this annual report
on Form 10K. You shauld read our selected consolidated
financial and operating data in conjunction with our con-
solidated financial statements and refated notes and with
“Management’s Discussion and Analysis of Financial Con-
dition and Results of Operations” appearing elsewhere in this
annual report on Form 10K,
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(Dollars in thousands, except share, per share and per Fiscal Year

gross square foot data) 2007 2006 2005 2004 2003
Statement of income data:
Total revenues $ 474361 $ 437,072 0§ 361,809 § 301662 $ 213,672
Costs and expenses:

Cost of merchandise sold 259,078 227,509 180,373 150,903 115,845

Selling, general and administrative 177,375 158,712 133,921 115,939 81,533

Store preopening 4,416 3,958 4,812 2,186 3,859

Interest expense {income}, net (1,531) (1,530) (1,710) (299} 58}

Total costs and expenses 439,338 388,649 317,396 268,729 201,179
Income before income laxes 35,023 48,423 44,413 32,933 12,493
income tax expense 12,514 18,933 17,099 12,934 4,875
Net income 22,509 29,490 27,314 19,999 7,618
Cumulative dividends and accretion of redeemable

preferred stock — — - 1,262 1,970
Cumulative dividends on nonredeemable preferred stock — — — 263 455
Net income available to common and participating

preferred stockholders $ 22,509 § 29,490 § 27,314 % 18,474 % 5,193
Net income allocated to common stockholders $ 22,509 % 29,490 § 27314 § 8,519 § 116
Nef income allocated to participating preferred

stockholders $ — 3 - 3 - § 2,955 % 5,077
Earnings per common share;

Basic $ L1 3 1.46 § 138 % 230 % 0.53

Diluted S 1.10 % 3 1.35 % i07 % 0.43
Shares used in computing common per share amounts:

Basic 20,256,847 20,169,814 19,735,067 3,702,365 217,519

Diluted 20,448,793 20,468,256 20,229,978 18,616,435 17,546,348
Other financial data:
Gross margin ($)1! $ 209090 $ 205063 § 178,528 § 149566 97,582
Gross margin (%! 44.7% 47 4% 49.7% 49.8% 457%
Capital expenditures, neti2! $ 37235 $ 54036 § 32,652 17732 § 26835
Depreciation and amortization 26,292 22,394 17,592 14,948 12,840
Cash flow data:
Cash flows provided by operating activities $ 56374 $ 53035 $ 54,642 % 48,527 $ 31,770
Cash flows used in investing activities (40,938} (93,772) (37,077) {17,732) (27,035)
Cash flows {used in} provided by financing activities {3,052) 3,537 6,058 15,93} —
Cash dividends declared per commen share - 3 - % - % 055 % -
Store data {3):
Number of stores at end of period

North America 272 233 200 170 150

Europe 49 38 - - -

Total Stores 321 271 200 170 150

Square footage at end of period

North America 810,208 712,299 615,194 514,341 461,982

Europe 72,188 56,701 - - —

Total square footage 882,396 769,000 615,194 514,341 461,982

Average net refail sales per storelSlic 3 1,576 § 1,761 § 1,864 % 1,857 § t,605
Net retail sales per gross square footiél?) 5 516 % 573 615 602 % 502
Comparable store sales change (%} 9.91% (6.5)% {0.2)% 18.1% (15.9)%
Balance sheet data:
Cash and cash equivalents $ 66,261 § 53,109 § 90,950 % 67,327 % 20,601
Working capital 36,439 28,731 66,646 48,000 10,463
Total assets 339,531 305,170 246,108 189,237 128,210
Redeemable preferred stock — - - - 37,890
Total sfockhor:!ers' equity 193,608 170,443 130,357 95,510 19,845

{1} Gross margin represents net retail sales less cost of merchandise sald. Gross margin percentage represents gross margin divided by net refail sales.

{2) Capital expenditures, net consist of leasehold improvements, furnitura and fixtures, computer equipment and software purchases, as well as trademarks,
intellectual property, key money deposits and deferred leasing fees.

(3] Excludes our webstore and seasonal and eventbased locations.

[4) Square foctage for stores located in Europe is estimated selling square footage and includes stores in the United Kingdom, Ireland and France.

(5) Average net retail sales per store represents net refail sales from stores open throughout the entire pericd divided by the total number of such stores and does not

include European stores,

(6) When we refer to average net retail sales per store and net retail sales per gross square foot for any period, we include in those calculations only those stores that
have been open fer that entire period, and do not include our Evropean stores.

[7} Net retail sales per gross square oot represents net retail sales from stores open throughout the entire period divided by the total gross square footage of such

stores. European stores ore not included.

{8} Comparable store sales percentage changes are based on net retail sales and stores are considered comparable beginning in their thirtleenth Full month of oper-

ation, and as such does not include European stares
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following Management’s Discussion and Analysis of Finan-

cial Condition and Results of Cperations contains forward-
looking statements that involve risks and uncertainties. Our
actual results may differ materially from the results discussed
in the forward-looking statements. Factors that might cause
such a difference include, but are not limited to, those dis-
cussed in “Risk Factors” and elsewhere in this annual report
on Form 10K. The following section is qualified in its entirety
by the more detailed information, including our financial
stetements and the notes thereto, which appeors elsewhere in
this annual report on Form 10K,

OVERVIEW

We are the leading, and only international, company provid-
ing a “make your own stuffed animal” interactive
entertainment experience under the Build-A-Bear Workshop®
brand, in which our guests stuff, fluff, dress, accessorize and
name their own teddy bears and other stuffed animals. Our
concept, which we developed for mall-based retailing, capital-
izes on what we believe is the relatively untapped demand for
experience-based shopping as well as the widespread appeal
of stuffed animals. The Build-A-Bear Workshop experience
oppeals to a broad range of age groups and demographics,
including children, teens, their parents ond grandparents. As
of December 29, 2007, we operated 272 stores in the United
States and Canada, 46 stores in the United Kingdom and
Ireland and three stores in France, and had 53 franchised
stores operating in international locations under the
Build-A-Bear Workshop brand. In addition to our stores, we
market our products and build our brond through our "virtual
world” website, buildabearville.com™, which complements
our interactive shopping experience and positively enhances
our core brand value, as well as our non+raditional store loca-
tions in Major League Baseball® ballparks, a location in a
zoo, a location in a science center, and our presence at
eventbased locations through our mobile store.

On April 2, 2006, we acquired oll of the outstanding
shares of The Bear Factory Limited, o stuffed animal retailer in
the United Kingdom, and Amsbro Limited, our former UK.
franchisee. The results of this acquisition’s operations have
been included in the consolidated financial statements since
that date. In conjunction with those transactions, we obtained
40 retail locations in the United Kingdom and ireland. Four of
those locations closed during 2006. Of those four locations,
two closed due to overlapping store locations in the Amsbra
and Bear Factory portfolios, and the other two locations are
concessions within department stores, which is a format that
we have chosen not to continue ai this point in the United
Kingdom. We converted and rebranded 25 Bear Factory
stores to Build-A-Bear Workshop stores in time for the 2006
holiday season, resulting in @ unified company brand
throughout the U.K. and Ireland. During the store conversion

and rebranding process, stores were temporarily closed on
average for 22 days while many of the costs to operate the
stores continue. During 2007, the Company improved sales
performance and adopted best practices in the areas of
merchandising, marketing, purchasing and store operations,
across the acquired store base, resulting in improved sales
and earnings from the acquisition. Also in 2007, we termi-
nated our French franchise agreement and opened our first
company-owned stores in France.

We operate in three segmenis that share the same infro-
structure, including managemerd, systems, merchandising and
marketing, and generate revenues as foliows:

¢ Company-owned retail stores located in the United
States, Canada, the United Kingdom, Ireland, and
Fronce, a webstore and seasonal, event-based locations;

¢ International stores operated under franchise agreements;
and

* License arrangements with third parties which manu-
facture ond sell to other retailers merchandise carrying
the Build-A-Bear Workshop brand.

Selected financial data attributable to each segment for
fiscal 2007, 2006, and 2005, are set forth in note 18 to our
consolidated financial statements included elsewhere in this
annual report on Form 10K,

For a discussion of the key trends and uncertainties thal
have affected our revenues, income and liquidity, see the
”— Revenues,” “— Costs and Expenses” and “— Expansion
and Growth Potential” subsections of this Overview.

We believe that we have developed an oppealing retail
store concept that averaged $1.6 million in fiscal 2007,
$1.8 million in fiscal 2006 and $1.9 million in fiscal 2005 in
net retail sales per store, for stores open for the entire year,
not including our European stotes. For a discussion of the
changes in comparable store sales in fiscal years 2007,
2006 and 2005, see “— Revenues.” Store contribution,
which consists of income before income tax expense, interest,
store depreciation and amortization, store preopening
expense and general and administrative expense, excluding
franchise fees, income from licensing activities and con-
tribution from our webstore and seasonal eventbased
locations, as o percentage of nel retail sales, excluding rev-
enue from our webstore and seasonal and eventbased
locations, was 21.5% for fiscal 2007, 24.9% for fiscal 2006
and 26.8% for fiscal 2005. Total company net income as o
percentage of total revenues was 4.7% for fiscal 2007, 6.8%
for fiscal 2006, and 7.5% for fiscal 2005. See
“_— Non-GAAP Financial Measures” for a reconciliation of
store contribution to net income:. The store contribution of our
average store, coupled with the fact that we have opened or
acquired 213 company-owned stores in the United Stales,
Canada the United Kingdom, lreland and France since the
beginning of fiscal 2003 have been the primary reasons for
our net income increasing aver the last five fiscal years. Net
income declined in 2007 due primarily to the decrease in
comparable store sales. As we have added stores and grown
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our sales volume, the quantities of merchandise and supplies
we purchase have increased which has created economies of
scale for our vendors allowing us to abtain reduced costs for
these items and increase our merchandise margin. In 2007,
merchandise margin improvement was more than offset by
fixed oceupancy cost deleverage due primarily to the
decrease in comparable store sales.

In 2007 our results reflect the challenging retail environ-
ment — slowing economic growth, declining mall iraffic, and
slowing consumer spending - factors impacting many retailers
and particularly our Company given the discretionary nature
of our products and our experience. Qur total store con-
tribution declined, primorily due to a 9.9% decrease in
comparable store sales; this decrease in total store con-
tribution was partially offset by improved store contribution
from our European operations and increased confribution
from our franchising and licensing operations.

Our 2008 plan balances our long term business goals
while recognizing the near term challenges of the retail
environment. While our full market potential in North America
remains more than 350 stores, we will slow new store growth
in 2008 to approximately 20 new stores, down from 39 stores
in 2007 Slowing new store growth allows us to refocus on our
business and dlign all operations around our goals of new
guest acquisition and guest refention aimed at improving our
comparable stores sales perfarmance, while also building our
long term brand valve with the addition of our virtual world,
buildabearville.com™. Qur brand strategy is to be wherever
families and children go to have fun and our investment in
buildabearville.com recognizes the emerging trend of kids’
interaction and play in the online space. We believe we are
strongly positioned to lead in this space with over 56 million
stuffed animals sold and over 24 million househalds in our
database. In addition to leveraging buildabeomville.com to
bring traffic to our stores, our ongoing marketing and
merchandise plans balance initiatives to atiract new guests and
retain existing guests. We will enhance communicafions to our
loyalty program members who today include nearly & million
guests, and place emphasis on our product newness and col-
lectability, a fundemental strength or our brand. We ended
fiscal 2007 debt free and with $66 million in cash and cash
equivalents ahter investing $37 million in new stores and other
capital projects. While our near term sales trends reflect the
continving decline in consumer spending, we believe that our
business plan, superior store contribution model, strong cash
How and flexible capital structure will deliver long term sales
and earnings growth.

Following is a description and discussion of the major
componentis of our stalement of operations:

REVENUES

Net retail sales: Net retail sales are revenues from retail sales

{including our webstore and ather non-mall locations), are net
of discounts, exclude sales tox, include shipping and handling
costs billed to customers, and are recognized at the time of

sale. Revenues from gift cards are recognized af the time of
redemplion. Our guests use cash, checks and third party
credit cards to make purchases. We classify stores as new or
comparable stores and do net include our webstore or
seasonal, event-based locations in our store count or in our
comparable store calculations. Stores enter the comparable
store calculation in their thirteenth full month of operation and
as such, Evropean stores are not included for 2007. As of
December 29, 2007, we operated nine friends 2B made®
locations. All but one of these locations are inside or adjacent
jo o Build-A-Bear Workshop® store and share common store
management, employees and infrastructure. Other than our
stand-alone store in Ontarie, California, these locations are
considered expansions of the existing Build-A-Bear Workshop
store and are not considered an addition to our total store
count. The net retail sales of these expanded Build-A-Bear
Workshop stores are excluded from comparable store sales
calculations until the thirteenth full month of operation after the
date of the expansion.

We have an automated frequent shopper program in the
United States, the Stuff Fur Stuff® club, whereby guests enroll
in the program and receive one point for every dollar or
partial dollar spent and after reaching 100 points receive a
$10 discount on a future purchase. This program was auto-
mated in July 2006 and replaced our former Buy Stuff®Club
Program, which was a manual punch card system with limited
tracking capability. The reward earned under the new pro-
gram did not change. An estimate of the obligation related to
the program, based on historical redemption rates, is
recorded as deferred revenue and a reduction of net retail
sales at the time of purchase. The deferred revenue obligation
is reduced, and o corresponding amount is recognized in net
retail soles, in the amount of and at the time of redemption of
the $10 discount. We account for changes in the deferred
revenue account at the total company level only, This is due to
the fact that the frequent buyer discount can be earned or
redeemed at any of our store locations. Therefore, when we
refer to net retail sales by location, such as comparable stores
or new stores, these omounts do net include any changes in
the deferred revenue amount. See “— Critical Accounting
Policies” for additional details on the accounting for the
deferred revenue program.

We use net retail sales per gross square foot and com-
parable store sales as performance measures for our business.
The following table details net retail soles per gross square
foot by age of store for the periods presented:

Fiscal  Fiscal  Fiscal
2007 2006 2005

Nei retoil soles per gross square footlia

Store Age = 5 years $517  $577 %623
Store Age 3-5 years $537  $556 $593
Store Age < 3 years $497  $592  $637
All comparable stores $516 $573  $615

{1} Net retail sales per gross square foot represents net retail soles from stores
open throughout the entire period divided by the total gross square footage
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of such stores. Europeon stores are excluded from the calculation. Caley-
lated on an annual basis only.

{2} Excludes our webstore and seascnal and event-based locations.

The percentage increase {or decrease} in comparable
store sales for the periods presented below is as follows:

Fiscal Fiscal  Fiscal
2007 2006 2005
Comparable store sales change (%)@
Store Age > 5 years 8.3)% (5.2]1% 4.0%
Store Age 3-5 years {10.2)% (6.3}% {0.2)%
Store Age < 3 years {13.01% [9.4)% [3.3}%
Total comparable store sales change 9.99% (6.5)% [0.2)%

{1} Comparable store sales percentage changes are based on net retail sales
and stores are considered comparable beginning in their thirteenth full
month of operation. European stores are excluded from the calculation,

(2) Excludes our webstore and seosonol and eventbased locations.

Qur net retail sales per gross square foot are among the
highest for specialty retailers. Historically, excluding 2007, as
o group our younger stores have performed at the highest
sales per square foot level, above the chain-wide average,
despite experiencing comparable store sales pressures. In
2007, sales per square foot for our younger stores fell below
the chain-wide average due lo higher average square footage
for this group of stores in fiscal 2007 as compared fo fiscal
2006. Often our stores open with sirong sales performance in
their first year of operation and show comparable store sales
declines in years two and three. Our older stores consistently
perform the best on @ comparable store sales basis and
younger stores consistently generate the highest sales per
square foot {except in 2007). New stores typically pay for
themselves in their first year of operation.

Comparable store sales decreased by 9.9% in fiscal
2007 following a decrease of 6.5% in fiscal 2006. We
believe these changes can be attributed primarily to the
following factors:

* A decline in shopping mall customer fraffic and consumer
discretionary spending.

e Changes in media, online entertainment, children’s
media consumption, and play patterns, particularly for
girls.

* Lower than expected customer purchases of select
licensed movie products introduced in the fiscal 2007
second quarter.

Comparable store sales decreased by 6.5% in fiscal
2006 following a decrease of 0.2% in fiscal 2005. We
believe these changes can be attributed primarily to the
following factors:

* Changing customer preferences in 2006 contributed to
the decline in comparable store sales. Our repeat
customers, many of whom have built a sizable collection
of Build-A-Bear Workshop® stuffed animals, have become
more product discriminating. Additionally, in the fourth
quarter of 2006, inventory shortfalls on products,

specifically our special holiday animal Mumble,
impacted store performance. Demand was greater than
we had anticipated and coupled with our customer’s
changing preferences contributed to a fourth quarter
negative comparable store sales decrease of 10.4%.

* In 2006, we saw improvernent in our average transaction
value per guest. However, there was a decline in
customer traffic during fiscal 2006 compared to 2005.

e Due to the discrefionary nature of our products, we
believe that during much of 2006 comparable siore sales
were impacted by the more difficult macro economic
condifions generally impacting customers.

Franchise fees: We receive: an initial, onetime franchise
fee for each master franchise agreement which is amortized to
revenue over the life of the respective franchise agreement,
which extend for periods up to 10 years. Master franchise
rights are typically granted to a franchisee for an entire coun-
try or countries. Continuing franchise fees are based on a
percentage of sales (generally 7.5%) made by the franchi-
sees’ slores and are recognized as revenue al the time of
those sales.

As of December 29, 2007, we had 53 stores, including
22 opened and three closed in fiscal 2007, operating under
franchise arrangements in the following countries:

Japan ...
Denmark . ...
Australic .. ... o
Thailand .. .. .o
Germany
South Africa ..o s
Indio ...
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On April 2, 2006, we acquired all of the outstanding
shares Amsbra Limited, our former U.K. franchisee. Amsbra
operated all 11 of the franchised Build-A-Bear Workshop
stores located in the United Kingdom. Upon completion of the
acquisition, all of the franchised locations in the United King-
dom became company-owned stores. Our Indian franchisee
has informed us that it will discontinue its franchise agreement
and close its three stores in 2008.

Licensing revenue: Licensing revenue is based on a per-
centage of sales made by licensees to third parties and is
recognized al the time the product is shipped by the licensee
or at the point of sale. We have entered into a number of
licensing arrangements whereby third parties manufacture
and sell to other retailers merchandise carrying the
Build-A-Bear Workshop trademark.
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COSTS AND EXPENSES

Cost of merchandise sold and gross margin: Cost of merchan-
dise sold includes the cost of the merchandise, royalties

paid to licensors of third party branded merchandise, store
occupancy cost, including store depreciation, freight costs
from the manufacturer to the store, cost of warehousing and
distribution, packaging, damages and shortages, and ship-
ping and handling costs incurred in shipment fo customers,
Gross margin is defined as net retail sales less the cost of
merchandise sold.

Selling, general and adminisirative expense: These
expenses include store payroll and benefits, advertising, credit
card fees, and store supplies, as well as central office general
and administrative expenses, including costs associated with
the review of stralegic alternatives, virtual world development
costs, management poyroll, benefits, stock-based compensa-
tion, travel, information systems, accounting, insurance, legal
and public relations. These expenses also include deprecio-
tion and amortization of central office leasehold
improvements, furniture, fixtures and equipment as well as the
amortization of infellectual property costs.

Central office general and administrative expenses have
grown over time in order to support the increased number of
stores in operatfion and we believe will continue to grow as
we add stores, but we expect this increase to be at a lower
rate than the percentage increase in total revenues. Advertis-
ing increased significantly with the introduction in fiscal 2004
of our national television and online advertising campaign.
We increased the level of advertising expense as a percent-
age of nel retail sales in fiscal 2007 as compared to fiscal
2006 and maintained the level of expense as compared to
fiscal 2005, We anticipate cantinuing our investment of 7.0%
lo 7.5% of total revenues in advertising programs during
2008. Other store expenses such as credit card fees and
supplies historically have increased or decreased proportion-
ately with net retail sales.

On January 1, 2006, we adopted the provisions of State-
ment of Financial Accounting Standards {SFAS) No. 123
[revised 2004), Share-Based Payment [SFAS 123R). The
provisions of SFAS 123R require that all share-based pay-
ments to employees be recognized in the financial statements
based on the fair value of the instruments issued. SFAS 123R
requires the recognition of compensation expense related fo
instruments issued following adoption as well as the
non-vested portion of instruments issued prior to adopfion of
the standard. After the adoption of SFAS 123R, we anticipate
that our share-based employee compensation will primarily
consist of the granting of non-vested stack which vests over a
pre-determined period of time assuming continued employ-
ment. In the past, our share-based employee compensation
consisted primarily of stock option awards which vested over
a pre-determined period of time assuming continued employ-
ment. In 2006 we recorded stock-based compensation of
approximately $2.1 million {$1.4 million net of taxes) in fiscal
2006 following the adoption of SFAS 123R. Of this amount,
$0.2 million {$0.2 after tax) is attributable to the Company’s

adoption of SFAS 123R. This incremental expense from the
adoption of SFAS 123R did not reduce basic or diluted earn-
ings per share based upon the insignificance of the expense.
The additional stock-based compensation expense nol related
to the adoption of SFAS 123R was related to the vesting of
restricted stock awards. In 2005, we recorded stock based
compensation of approximately $0.8 million ($0.5 miltion net
of tax). In 2007, we recorded stock based compensation of
approximately $3.0 million {$1.9 million net of tax}.

Store preopening: Preopening costs are expensed as
incurred and include store setup, certain labor and hiring
costs, and rental charges incurred prior to a store’s opening.

EXPANSION AND GROWTH POTENTIAL

Company-owned stores: The number of Build-A-Bear
Workshop stores in the United States, Canada, United King-
dom, Ireland and France for the last three fiscal years can be
summarized as follows:

Fiscal Fiscal  Fiscal

2007 2006 2005
Beginning of period 271 200 170
U.K. Acquisition — 40 -
Opened 50 35 30
Closed _ (4) _
End of period 321 271 200

On April 2, 2006 the Company acquired dll of the out-
standing shares of The Bear Factory Limited (Bear Factory), o
stuffed animal retailer in the United Kingdom, and Amsbra
Limited (Amsbra}, the Company’s farmer U.K. franchisee
(collectively, the U.K. Acquisition). In conjunction with those
transaclions, we obtained 40 retail locations in the United
Kingdom and Ireland. Four of those locations closed during
2006. Of those four locations, two closed due to overlapping
store locations in the Amsbra and Bear Factory portfolios, and
the other two locations are concessions within deportment
stores, which is a format that we have chosen not to contfinue
at this point in the United Kingdom. In 2006, we opened two
new stares in the United Kingdom; in 2007, we expanded our
European operations by adding five new stores in the United
Kingdom and three new stores in France.

Other than the one stand alone store opened in 2006,
the friends 2B made® stores are not included in the number of
store openings in fiscal 2007, 2006 or 2005 as noted above
but rather are considered expansions of Build-A-Bear Wark-
shop stores. The friends 28 made merchandise is olso offered
from a separaie display fixture in select Build-A-Bear Work-
shop stores.

In fiscal 2008, we anticipale opening approximately 20
Build-A-Bear Workshop stores in the United States and
Canada and approximately five stores in Europe. We believe
there is a market potential for at leost 350 Build-A-Bear Work-
shop stores in the United States and Canada, 70 to 75 stores
in the United Kingdom and Ireland and approximately 50
stores in France.
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Non-store locations: In 2004 we began offering
merchandise in seasonal, eventbased locations such as Major
League Baseball® ballparks. We expect to expand our future
presence al select seasonal locations contingent on their
availability. As of December 29, 2007 we had a total of four
ballpark locations. We also opened up our first store in a
science center during fiscal 2007 and our first store in a zoo
during fiscal 2006. In 2008, we plan to open one new balk
park location at Nationals Park™, in Washington D.C. and
plan to not reopen our ballpark location in Cincinnati.

International franchise revenue: Our first franchisee loca-
tion wos opened in November 2003. The number of
international, franchised stores opened and closed for the
periods presented below can be summarized as follows:

Fiscal Fiseal  Fiscal

2007 2006 2005
Beginning of period 34 30 12
U.K. Acquisition — {11} -
Opened 22 15 18
Closed {3) - -
End of period 53 34 30

As of December 29, 2007, we had 15 master franchise
agreements, which typically grant franchise rights for a partic-
ular country or countries, covering 21 countries. We
anticipate signing additional master franchise agreements in
the future. We expect our current and future franchisees to
open 15 to 20 stores in fiscal 2008, net of closures. We
believe there is a market potential for approximately 300
franchised stores outside of the United States, Canada, the
United Kingdom, Ireland and France. Qur franchisee in India
will discontinue its franchise agreement and close its three
stores in 2008.

In April 2006, we acquired Amsbra Limited, our former
franchisee in the United Kingdom. Amsbra owned all 11 fran-
chised Build-A-Bear Workshop stores in the United Kingdom.
Upon completion of the transaction, all of the franchised loca-
tiens in the United Kingdom became company-owned stores.

Licensing revenve: In fiscal 2004, we began entering into
license agreements pursuant to which we receive royalties on
Build-A-Bear Workshop brand products. These agreements
generated revenue of $2.6 million in 2007, $1.0 million in
2006 and $0.9 million in fiscal 2005. We anticipate enter-
ing into additional license agreements in the future.

RESULTS OF OPERATIONS

The following table sets forth, for the periods indicated,
selected statement of operation data expressed as a
percentage of total revenues, except where otherwise
indicated. Percentages will not total due to cost of merchan-

dise sold being expressed as a percentage of net retail
sales and rounding:

Fiscal 2007  Fiscal 2006  Fiscal 2005
Revenues:
Net retail sales 98.7% 99.0% 99.2%
Franchise fees 0.8 0.8 0.5
Licensing revenues 0.6 0.2 0.3
Total revenues 100.0 100.0 100.0
Costs and expenses:
Cost of merchandise
soldih 55.3 52.6 50.3
Selling, general and
administrative 374 36,3 37.0
Store preopening 0.9 6.9 1.3
Interest expense
lincome}, net {0.3) (0.4) {0.5}
Total costs and expenses 92.6 88.9 87.7
Income before income
taxes 7.4 1.1 12.3
Income tox expense 2.6 4.3 4.7
Net income 4.7% 6.7% 7.5%
Gross margin [%}? 44.7% 47 4% 49.7%

(1) Cost of merchandise sold is expressed as a percentage of net retail sales.

(2} Gross margin represents net retail sales less cost of merchandise sold. Gross
margin percentage represents gross margin divided by net refail sales,

Fiscal Year Ended December 29, 2007 {52 weeks) Compared
to Fiscal Year Ended December 30, 2006 (52 weeks)

Total revenues. Net retail sales increased to $468.2 mil-
lion for fiscal 2007 from $43:2.6 million for fiscal 2006, an
increase of $35.6 million, or 3.2%. Sales from new stores
contributed a $48.7 million increase in net refail sales. Sales
from European operations contributed a $26.3 million
increase and internet sales contributed o $1.9 million
increase. Included in net retail sales in fiscal 2006 is an
adjustment to deferred revenue of $3.6 million, effective at the
beginning of fiscal 2006, related to the assessment of
redemption rates on our customer loyalty program. Offsetting
these increases, comparable store sales decreased $37.6
million, or 9.9%.

Revenue from international franchise fees increased to $3.6
million for fiscal 2007 from $3.5 million for fiscal 2006, an
increase of $0.1 million. This increase was primarily due to the
addition of new franchisees and new franchised stores in fiscal
2007. Licensing revenue was $2.6 million in fiscal 2007 com-
pared to $1.0 million in fiscal 2006. This increase was primarily
due to the addition of new licensing agreements.

Gross margin. Gross margin increased to $209.1 million
for fiscal 2007 from $205.1 million for fiscal 2006, an
increase of $4.0 million, or 2.0%. As a percentage of net
retail sales, gross margin decreased to 44.7% for fiscal 2007
from 47.4% for fiscal 2006, a decrease of 270 basis points
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as a percentage of net sales ("bps’). This decrease resulted
primarily from higher occupancy costs in the U.S. and
Canada as o percentage of net retail sales resulting from the
decline in comparable store sales. Costs associated with the
write-off of excess inventory quantities also contributed to the
decline in gross margin as a percentage of net retail sales.
Improved merchandise margins partially offset the decrease in
gross margin percentage.

Selling, general and administrative. Selling, general and
administrative expenses were $177.4 million for fiscal 2007
as compared to $158.7 million for fiscal 2006, an increase of
$18.7 million, or 11.8%. As a percentage of total revenues,
selling, general and administrative expenses increased to
37.4% for fiscal 2007 as compared to 36.3% for fiscal 2006,
an increase of 110 bps. The dollar increase was primarily due
to 50 more stores in operation at December 29, 2007 as
compared to December 30, 2006 with the increased salaries
at the stores and central office fo support the larger store base.
Selling, general and administrative expense as o percentage
of total revenues was higher primarily due to an increase in the
percentage of advertising expense as compared to total rev-
enues, increased stock-based compensation expense and costs
associated with the review of strotegic alternatives, These
increases were partially offset by efficiencies gained in the UK
in its second year of operations.

Store preopening. Store preopening expense was $4.4
million for fiscal 2007 as compared to $4.0 million for fiscal
2006. These amounts include preopening rent expense of
$1.0 million for fiscal 2007 and $0.6 milfion for fiscal 2006.
Preopening expenses include expenses for stores that have
opened as well as some expenses incurred for stores that will
be opened at a later date.

Inferest expense {income), net. Interest income, net of
interest expense, was $1.5 million for fiscal 2007 and fiscal
2006.

Provision for income taxes. The provision for income
taxes was $12.5 million for fiscal 2007 as compared to
$18.9 million for fiscal 2006, The effective tax rate was
35.7% for fiscal 2007 and 39.1% for fisca! 2006. The
decrease in the effective tax rate was primarily attributable to
higher charitable inventory contributions and the net reduction
of valuation allowances on net operating loss carryforwards.

Fiscal Year Ended December 30, 2006 (52 weeks) Compared
to Fiscal Year Ended December 31, 2005 {52 weeks)

Total revenues. Net retail sales increased to $432.6 mil-
lion for fiscal 2006 from $358.9 million for fiscal 2005, an
increase of $73.7 million, or 20.5%. Sales from new stores
contributed a $55.0 million increase in net retail sales.

Sales from our acquisition of Amsbra and The Bear Factory
contributed $32.7 million and sales from non-store locations
and non-comparable stores resulted in a $3.0 million increase
in net retail sales. Included in net retail sales in fiscal 2006 is
an adjustment to deferred revenue of $3.6 million, effective at
the beginning of fiscal 2006, related to the most recent

assessment of redemption rates on our customer loyalty pro-
gram. Offsetting these increases, comparable store sales
decreased $22.2 million, or 6.5%.

Revenue from international franchise fees increased to
$3.5 million for fiscal 2006 from $2.0 million for fiscal 2005,
an increase of $1.5 million. This increase was primarily due
to the addition of new franchisees and new franchised stores
in fiscal 2006. Licensing revenue was $1.0 million in fiscal
2006 compared to $0.9 million in fiscal 2005.

Gross margin. Gross margin increased to $205.1 million
for fiscal 2006 from $178.5 million for fiscal 2005, an
increase of $26.6 million, or 14.9%. As a percentage of net
retail sales, gross margin decreased to 47.4% for fiscal 2006
from 49.7% for fiscal 2005, o decrease of 2.3%. This
decrease was anficipated and resulted primarily from higher
occupancy costs as a percentage of net retail sales in the U.K.
Higher occupancy costs in the U.S. and Canada as a
percentage of net retail sales resulting from the decline in
comparable store sales, and higher shipping and trans-
portation costs primarily related to the transition to our
company-owned distribution center, also contributed to the
decline in gross margin as a percentage of net retail sales.
Partially offsetting the decrease in gross margin percentage
was improved merchandise margins.

Selling, generol and administrative. Selling, general and
administrative expenses were $158.7 million for fiscal 2006
as compared to $133.9 million for fiscal 2005, an increase
of $24.8 million, or 18.5%. As a percentage of total rev-
enves, selling, general and administrative expenses
decreased to 36.3% for fiscal 2006 as compared to 37.0%
for fiscal 2005, a decrease of 0.7%. The dollar increase was
primarily due to 71 more stores, which includes the acquired
U.K. stores, in operation at December 30, 2006 as compared
to December 31, 2005 with the increased salaries at the
stores and central office to support the larger siore base. Sell-
ing, general and administrafive expense as a percentage of
total revenues was lower primarily due to a reduction in the
percentage of adverlising expense as compared fo total rev-
enues, the leveraging of store payroll over a larger revenue
base, and a decline in the central office management payroll
resulting primarily from a reduction in performance-based
bonus expense. These decreases were partially offset by
increased stock-based compensation expense.

Store preopening. Store preopening expense was $4.0
million for fiscal 2006 as compared to $4.8 million for fiscal
2005. These amounts include preopening rent expense of
$0.6 million in fiscal 2006 and $1.5 million in fiscal 2005.
The decrease was primarily due to preopening costs of $1.8
miflion related to our flagship store and caté in New York
City. Offsetfing the impact of the flagship store, five more new
stores were opened in fiscal 2006 than in fiscal 2005 (35 in
fiscal 2006, including two U.K. stores, as compared to 30 in
fiscal 2005). Precpening expenses include expenses for stores
that have opened as well as some expenses incurred for
stores that will be opened at a later date.
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Interest expense {income), net. Interest income, net of
interest expense, was $1.5 million for fiscal 2006 as com-
pared to $1.7 million for fiscal 2005. This decrease was the
result of lower cash balances throughout fiscal 2006 due to
capital expenditures for our distribufion center and cash used
for the acquisition of Amsbra and The Bear Factory.

Provision for income faxes. The provision for income
taxes was $18.9 million for fiscal 2006 as compared to
$17.1 million for fiscal 2005. The effective tax rate was
39.1% for fiscal 2006 and 38.5% for fiscal 2005. The
increase in the effective tax rafe was principally due to the
impact of the U.K. acquisition and the inability to record a
benefit for net operating losses generated by the U.K. oper-
ations in the current year.

NON-GAAP FINANCIAL MEASURES

licensing activities and confribution from our webstore and
seasonal and eventbased locations. This ferm, as we define
it, may not be comparable to similarly tifled measures used by
other companies and is not a measure of performance pre-
sented in accordance with U.S. generally accepted
aceounting principles (GAAP).

We use store contribution as a measure of our stores’

operating performance. Store contribution should not be con-

We use the term “store contribution” throughout this annual
report on Form 10-K. Store contribution consists of income
before income tax expense, interest, store depreciation and
amortization, store preopening expense and general and

administrative expense, excluding franchise fees, income from

sidered « substitute for net income, net income per store, cash
flows provided by operating activities, cash flows provided by
operaling activities per store, cr other income or cash flow
data prepared in accordance with GAAP.

We believe store contribution is useful to investors in
evaluating our operating performance because it, along with
the number of stores in operation, directly impacts our
profitability.

The following table sets forth a reconciliation of store
contribution to net income for our company-owned stores
located in the United States and Canada {North America),
stores located the U K., Ireland and France [Europe) and for
our consolidated store base:

Fiscal 2007 Fiscal 2006
North North
America Europe Total America Europe Total

Net income $ 21,849 $ 660 S5 22,509 $ 30,942 $(1,452) $ 29,490
Income tax expense 12,514 — 12,514 18,933 - 18,933
Inferest expense [income) (1,314) 217 {1,531} {1,530] - (1,530)
Depreciation and amortizationt”) 19,286 2,662 21,948 16,768 1,655 18,423
Store preopening expense 3,436 980 4,416 3,209 749 3,958
General and administrative expensel? 42,123 3,033 45,156 38,596 2,010 40,606
Franchising and licensing contribufiontd) {4,495) - {4,495) {2,409} (90) (2,499)
Non-store activity confributioni) {3,250) — {3,250) (3,464} - (3,464)
Store centribution $90149 $ 7118 $ 97267 $101,045 $ 2,872 $103,917
Total revenues $415,359 559,004 $474,363 $404,109 $32,717 $436,826
Franchising and licensing revenues {6,193 - {6,193) {4,410) (90) (4,500)
Revenues from non-store activities) {16,321} — {16,321) (15,191) - (15191
Store location net retail sales $392,845 §$59.004 5451849 $384,508 $32,627 $417,135
Store contribution as a percentage of store location net refail

sales 22.9% 12.1% 21.5% 26.3% 8.8% 24.9%
Total net income os a percentage of lotal revenues 5.3% 1.1% A4.7% 7.7% -4.4% 6.8%

{1) Depreciation and amertization includes depreciation and amortizafion of all capitalized cssets in store locations, including leasehold improvements, furniture and
fixtures, and computer hardware and seftware; distribution center depreciation, included in cost of merchandise sold and depreciation related to the virtual world.

[2) General and administrative expenses consist of non-stare, central office general and administrative functions such as management payroll and related benefits,
sravel, information systems, accounting, purchasing and legal costs as well as the depreciotion and amertization of central office Jeasehold improvements, furni-
ture ond fixtures, computer hardware and software and intellectual property. General and administrative expenses olso include a central office marketing
department, primarily payroll and related benefits expense, but exclude advertising expenses, such as direct mail catologs and television advertising, which are

included in store confribution.

{3) Franchising and licensing contribution includes franchising and ficensing revenves and all expenses attributable to the franchising and licensing segments other
than depreciation, amortization and interest expense/income. Depreciation and amortization reloted to franchising and licensing is included in the general and
administrative expense caption. Inferest expense/income related to franchising and licensing is included in the inferest expense (income] caption.

{4] Non-store activities include our webstore, seasonal and eventbased locotions and franchising and licensing aclivities.
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SEASONALITY AND QUARTERLY RESULTS

The following is a summary of certain unaudited quarterly results of operations data for each of the last two fiscal years.

Fiscal 2007 Fiscal 2006
First Second Third Fourth First Second Third Fourth

{Dollars in millions, except per share data) Quarter Quarter Quarter Guorter GQuarter Quarter  Quarter  Quarter
Total revenues $116.8  $100.4 $109.8 §$147.4 $98.6 $93.7 $101.5 $143.3
Gross margintl) 53.7 4.5 47.0 66.9 47.9 40.8 42.4 74.0
Net income 8.1 1.6 3.0 9.8 8.4 3.0 2.7 15.4
Earnings per common share:

Basic 0.40 0.08 0.15 0.49 0.42 0.15 C.13 0.76

Diluted 0.3¢9 0.08 0.15 0.48 0.41 0.15 0.13 0.75
Number of stores {end of quarter} 277 293 309 n 202 256 264 271

(1) Gross margin represents net retail sales less cost of merchandise sold.

Our operating results for one period may not be
indicative of results for other periods, and may fluctuate sig-
nificantly because of a variety of factors, including those
discussed under “Risk Factors — Fluctuations in our quarterly
results of operations could cause the price of our common
stock to substantially decline.”

The timing of new store openings may result in fuctuo-
tions in quarterly results as a result of the revenues and
expenses associated with each new store location. We typi-
cally incur most preopening costs for o new store in the three
months immediately preceding the slore’s opening. We
expect our growth, operating results and profitability to
depend in some degree on our ability to increase our number
of stores,

For accounting purposes, the quarters of each fiscal year
consist of 13 weeks, although we will have a 14-week quarter
approximately once every six years. Quarterly fluctuations
and seasonality may cause our operating results to falf below
the expectations of securities analysts and investors, which
could cause our stock price to fall.

LIQUIDITY AND CAPITAL RESOURCES

Our cash requirements are primarily for the opening of new
stores, information systems and working capital. Historically,
we hove met these requirements through copital generated
from the sale and issuance of our securities to private investors
and through our initial public offering, cash flow provided by
operations and our revolving line of credit. From our inception
to December 2001, we raised at various times a total of
$44.9 million in capital from several private investors. In
2004, we raised $25.7 million from the initial public offering
of our common stock. From fiscal 2002 through fiscal 2005,
and again in fiscal 2007 cash flows provided by operating
activities exceeded cash flows used in investing activities.
Operating Activities. Cash flows provided by operating
aclivities were $56.4 million in fiscal 2007, $53.0 million in
fiscal 2006 and $54.6 million in fiscal 2005. Cash flows
from operating activities increased in fiscal 2007 as com-
pared to fiscal 2006 primarily due to timing of inventory
shipments, partially offset by increases in prepaid rent for

European stores. Cash flow from operating activities
decreased in fiscal 2006 from fiscal 2005 primarily due to
increased cash outflows for inventories offset by the timing of
cosh payments on accounts payable and accrued expenses.
Additionally, the adoption of SFAS 123R led to the
reclassification of the tax benefit from the exercise of stock
options from operoting activities to financing activities. This
caused the impact of this line item on cash flows to decrease
by $4.4 million.

Investing Acfivities. Cash Hows used in investing activities
were $40.9 million in fiscal 2007, $93.8 million in fiscal
2006 and $37.1 million in fiscal 2005. Cash used in inves-
ling activities in fiscal 2007 relates primarily to opening 50
new stores and the investment in RidemakerZ, LLC. Cash used
in investing activities during fiscal 2006 relates primarily to
the U.K. acquisition for $39.1 million, the construction of our
company-owned distribution center for approximately $22
millien, and 35 new stores. Cash used in investing activities
during fiscal 2005 relates primarily to 30 new stores. In fiscal
2005, a loan made to one of our franchisees used cosh of
$4.4 million.

Financing Activities. Financing activities used $3.1 million
of cash in fiscal 2007, and provided cash flows of $3.5 mil-
lion in fiscal 2006 and $6.1 million in fiscal 2005. Purchases
of the Company's stock in fiscal 2007 used $4.7 million of
cash. In fiscal 2007, exercises of employee stock options and
employee stock purchases and related tox benefits provided
cash of $1.6 million, as compared to $3.4 million in fiscal
2006 and $4.4 million in fiscal 2005. The collection of a
note receivable from an officer of the Company provided cash
of $1.6 million in fiscal 2005.

Capital Resources. As of December 29, 2007, we had o
cash balance of $66.3 million. We also have a line of credit,
which we con use to finance capital expenditures, ond
seasonal working capital needs throughout the year. The
credit agreement is with U.S. Bank, National Association and
was amended effective June 19, 2007 to include a seasonal
overline from July 1 to December 31 each year during which
the line availability increases from $15 million to $30 million.
Borrowings under the credit agreement are not collateralized,
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but availability under the credit agreement can be limited by
the vendor based on our level of accounts receivable,
inventory, and property and equipment. The credit agreement
expires on September 30, 2008 and contains various
restrictions on indebtedness, liens, guarantees, redemptions,
mergers, acquisitions or sale of assets, loans, transactions
with affiliates, and investments. It also prohibits us from declar-
ing dividends without the bank’s prior consent, unless such
payment of dividends would not violate any terms of the loan
agreement. Borrowings bear interest at our option of prime
minus 1.0% or LIBOR plus 1.5%. Financial covenanis include
maintaining a minimum tangible net worth, maintaining a
minimum fixed charge cover ratio {as defined in the credit
agreement) and not exceeding a maximum funded debt to
earnings before interest, depreciation and amortization ratio.
As of December 29, 2007 (i) we were in compliance with
these covenants, {ii) there were no borrowings under our line
of credit, {iii) there was a standby lefter of credit of approx-
imately $1.1 million outstanding under the credit agreement
and {iv) there was approximately $28.9 million available for
borrowing under the line of credit.

Most of our retail stores are located within shopping
malls and cll are operated under leases classified as operat-
ing leases. Our leases in North America typically have o
ten-year term and contain provisions for base rent plys
percentage rent based on defined sales levels. Many of the
leases contain a provision whereby either we or the landlord
may terminate the lease after a certain time, typically in the
third to fourth year of the lease, if a certain minimum sales
volume is not achieved. In addition, some of these leases
conlain various restrictions relating to change of control of our
company. Our leases also subject us to risks relating to com-
pliance with changing mall rules and the exercise of
discretion by our landlords on various matters, including rights
of termination in some cases.

Our leases in the U.K. and Ireland typically have terms of
10 to 15 years and generally contain a provision whereby
every fifth year the rental rate can be adjusted to reflect the
current market rales. The leases typically provide the lessee
with the first right for renewal at the end of the lease. We may
also be required to make deposits and rent guarantees to
secure new leases as we expand. Real estate taxes also
change according to government time schedules to reflect
current market rental rates for the locations we lease. Rents
are charged quarterly and paid in advance.

Our French leases each have terms of 10 years. French
leases for premier retail properties frequently have entry fees
and/or key money payments required to be made in con-
junction with signature of the leases. Such entry fees or key
money payments may be recovered, in whole or in part, upon
disposal of the leases. The leases typically provide the lessee
with the first right for renewal ot the end of the lease. Rent
deposits consisting of three months rent are also required to be
paid on execution of the leases. Rents are negoliated on a

fixed basis, but are reviewed annually in relation to an
inflation index and therefore clso have o variable rent compo-
nent. Rents are charged quarterly and paid in advance.

In fiscal 2008, we expect to spend $25 to $30 million
on capital expenditures. Capital spending in fiscal 2007
totaled $37.2 million. Capital spending in fiscal 2007 was
primarily for the opening of 50 new stores {39 in North Amer-
ica, 8 in the United Kingdom and 3 in France), and the
confinued installation and upgrades of central office
information technology systems. In fiscal 2007, the average
investment per new store, which includes leasehold improve-
ments, fixtures, equipment and inventory, was approximately
$0.6 million. We anticipate the investment per store in fiscal
2008 will be approximately the same as fiscal 2007.

On February 20, 2007, we announced a $25 million
share repurchase program of our outstanding common stock
over the next twelve months. The program was authorized by
our board of directors. Purchases may be made in the open
market or in privately negofiated transactions, with the level
and timing of activity depending on market conditions, other
investment opportunities, and other factors. Purchases may be
increased, decreased or discontinued at any time without
notice. As of March 7, 2008, approximately 176,500 shares
at an average price of $26.44 per share have been
repurchased under this program for an aggregate amount of
$4.7 million.

On March 10, 2008, we announced an expanded share
repurchase program. Under this expanded share repurchase
program, we currently intencl to purchase up to $50 million of
our common stock in the open market {including through
10b5-1 trading plans), through privately negotiated trans-
actions, or through an accelerated repurchase transaction.
The primary source of funding for the program is expecled to
be cash on hand. The timing and amount of share
repurchases, if any, will depend on price, market conditions,
applicable regulatory requiraments, and other factors. The
program authorizes the Company to repurchase shares over
the next 12 months, does not require us to repurchase any
specific number of shares, and may be modified, suspended
or terminated at any time without prior nofice. Shares
repurchased under the program will be subsequently refired.

We believe that cash ganerated from operations and
borrowings under our credit agreement will be sufficient to
fund our working capital and other cash flow requirements for

at least the next 18 months. Cur credit agreement expires on
September 30, 2008.

Off-Balance Sheet Arrangements

The Company holds a minority interest in RidemakerZ, LLC,
which is accounted for under the equity method. The Com-
pany purchased a call option from a group of other
RidemakerZ investors for $150,000 for 1.25 million
RidemakerZ common units at an exercise price of $1.25 per
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unit. The call option was immediately exercisable and expires
April 30, 2012. Simultaneously, the Company granted a put
option to the same group of investors for 1.25 million com-
mon units at an exercise price of $0.50 per unit. The put
option is exercisable on April 30, 2008 and expires on April
30, 2012. As of December 29, 2007, the investment in

RidemakerZ wos approximately $4.3 million, which repre-
sented an ownership interest of approximately 20%. Under
the current agreements, Build-A-Bear Workshop, Inc. could
own up to approximately 30% of fully diluted equity in
RidemakerZ. See Note 17 — Investment in Affiliate o the
Consolidated Financial Statements for additional information.

Contractyal Obligations and Commercial Commitments

Our contractual obligations and commercial commitments include future minimum obligations under operating leases and pur-
chase obligations. Our purchase obligations primarily consist of purchase orders for merchandise inventory, construction
commitments related to our new distribution center and obligations associated with building out our stores. The future minimum
payments for these obligations as of December 29, 2007 for periods subsequent to this date are as follows:

Payments Due by Fiscal Period as of December 29, 2007

{In thousands) Totel 2008 2009 2010 2011 2012 Beyond

Operating lease obligations $422,958 § 53,927 $55727 554,578 $50,957 546,064 $161,705

Purchase obligations 48,505 48,505 — -— — — —
Total $471,463 5102,432 $55,727 554,578 §$50,957 546,064 $161,705

Our total liability for uncertain tax positions under Finan-
cial Accounting Standards Board Interpretation No. 48
Accounting for Uncertainty in Income Taxes— An Interpretation
of FASB Statement no. 109 {FIN 48) wos $1.2 million as of
December 29, 2007. We are not able to reasonably estimate
the amount by which the liability will increase or decrease
over time; however, at this time, we do not expect a sig-
nificant payment related to these obligations within the next
year. See Note 9, Income Taxes to the Consolidated Financial
Statements for additional information.

INFLATION

We do not believe that inflation has had a material adverse
impact on our business or operating results during the periods
presented. We cannot assure you, however, that our business
will not be affected by inflation in the future.

CRITICAL ACCOUNTING POLICIES

The preparation of financial statements in conformity with
generally accepted accounting principles requires the appro-
priate application of certain accounting policies, many of
which require us to moke estimates and assumptions about
future events and their impact on amounts reported in our
financial statements and related notes. Since future events and
their impact cannot be determined with certainty, the actual
results will inevitably differ from our estimates. Such differ-
ences could be material to the financial statements.

We believe application of accounting policies, and the
estimates inherently required therein, are reasoncble. These
accounting policies and estimates are periodically reeval-

uvated, ond adjustments are made when facts and circum-
stances dictate a change. Historically, we have found our
application of accounting policies to be appropriate, and
actual results have not differed materially from those
determined using necessary estimates.

Our accounting policies are more fully described in note
2 to our consolidated financial statements, which appear
elsewhere in this annual report on Form 10-K. We have identi-
tied certain critical accounting policies which are described
below.

Inventory

Inventory is stated at the lower of cost or market, with cost
determined on an average cost basis. Historically, we have
not conducted sales whereby we offer significant discounts or
markdowns.

Throughout the year we record an estimated cost of short-
age based on past historical results. Periodic physical
inventories are taken and any difference between the actual
physical count of merchandise and the recorded amount in
our records are adjusted and recorded as shortage. Histor-
ically, the timing of the physical inventory has been near the
end of the fiscal year so that no material amount of shortage
was required to be estimated on activity between the date of
the physical count and yearend. However, future physical
counts of merchandise may not be at times at or near the end
of a fiscal quarter or fiscal year-end, and our estimate of
shortage for the intervening period may be material based on
the amount of time between the date of the physical inventory
and the date of the fiscal quarter or yearend.
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Long-Lived Assets

If facts and circumstances indicate that a long-ived asset,
including property and equipment, may be impaired, the
carrying value is reviewed. If this review indicates that the
carrying value of the asset will not be recovered as
determined based on projected undiscounted cash flows
related 1o the asset over its remaining life, the carrying value
of the asset is reduced o its estimated fair value. No long-
lived assets were impaired in fiscal 2007, 2006, or 2005.
Impairment losses in the future are dependent on a number of
factors such as site selection and general economic trends,
and thus could be significantly different than historical results.
To the extent our estimates for net sales, gross profit and store
expenses are not realized, future assessments of recoverability
could result in additional impoirment charges.

Goodwill and Other Intangibles

In accordance with SFAS No. 142, “Goodwill and Other
Intangible Assets,” on an annual basis and whenever evenls
or circumstances dictate, we test for impairmenl. Impairment
tests are performed annually during the fourth quarter and

are performed ot the reporting unit level. This testing requires
comparison of the carrying value of the reporting unit to its fair
value, and when appropriate, the carrying value of impaired
assets is reduced fo fair value. Generally, fair value represents
discounted projected future cash flows. Determining the fair
value of reporting units requires significant management judg-
ment in estimating future cash flows and assessing potential
market and economic conditions. Different assumptions
regarding factors such as sales levels, store openings, material
cost changes and inferest rates could affect such valuations.
The 2007 annual impairment test for our reporting units
determined that there was no impairment of goodwill in 2007.

Revenue Recognition

Revenues from retail sales, net of discounts and excluding
sales tax, are recognized ot the time of sale. Guest returns
have not been significant. Revenues from gift certificates are
recognized at the time of redemption. Unredeemed gift cards
are included in current liabilities on the consolidated balance
sheets.

We have an avtomated frequent shopper program in the
United States, the Stuff Fur Stuff® club, whereby guests enroll
in the program and receive one point for every dollar or
partial doltar spent and after reaching 100 points receive o
$10 discount on a future purchase. This program replaced the
former Buy Stuf®Club. An estimate of the obligation related to
the program, based on histerical redemption rates, is
recorded as deferred revenue and a reduction of net retail
sales ot the time of purchase. The deferred revenue obligation
is reduced, and a corresponding amount is recognized in net
retail sales, in the amount of and at the time of redemption of
the $10 discount.

We track redemptions of these various cards and use
actual redemption rates by card series and historical results
to estimate how much revenuz to defer. We review these
redemption rates and assess the adequacy of the deferred
revenue account at the end of each fiscal quarter. Due to
the estimates involved in these assessments, odjustments to
the deferral rate are generally made no more often than
semi-annually in order to allow time for more definite trends
fo emerge.

Based upon an assessment in fiscal 2005, the amount of
revenue being deferred was reduced by 0.1% on a pro-
spective basis from its then current level due to changes in the
Company’s redemption experience.

Based upon an assessment ot the end of fiscal 2006, the
deferred revenue account was adjusted downward by $3.6
million, effective at the beginning of fiscal 2006, with a
corresponding increase to net sales, and a $2.2 million
increase in net income. Additionally, the amount of revenue
being deferred for future periods has been decreased by
0.6%, to give effect to the change in redempfion experience
and the increased visibility of the redemptions with the
avtomated system.

In 2007, we reduced the estimated liobility associated
with the former Buy Stuff cards by $0.4 million. Redemptions
of Buy Stuff cards were no fonger allowed affer August 31,
2007. Existing points earned on Buy Stuff cards can be trans-
ferred to the new Stuff Fur Stuff club program. Based on the
most recent assessment at the end of fiscal 2007, no adjust-
ment was made to the deferral rate.

RECENT ACCOUNTING PRONOUNCEMENTS

In September 2004, the FASE issued SFAS 157, “Fair Value
Measurements.” SFAS 157 dzfines fair value, establishes a
framework for measuring fair value under GAAP, and
expands disclosures about fa'r value measurements. SFAS
157 emphasizes that fair value is a market-based measure-
ment, not an entity-specific measurement, and states that a fair
value measurement should be determined based on assump-
tions that market participants would use in pricing the asset or
liability. We are required to adopt SFAS 157 in the first quar-
ter of 2008. The implementation of SFAS 157 is not expected
to have a material effect on cur financial statements.

ITEM 7A. QGUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

Our market risks relate primarily fo changes in interest rates,
and we bear this risk in two specific ways. First, our revolving
credit facility carries a variable interest rate that is tied to
market indices and, therefore, our results of operations and
our cash flows can be impacted by changes in interest rates.
Outstanding balances under our credit facility bear interest at
our option of prime minus 1.0% or LIBOR plus 1.5%. We had
no barrowings outstanding during fiscal 2007. Accordingly, a
100 basis point change in interest rates would result in no
material change to our annual interest expense. The second
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component of interesl rate risk involves the short term invest-
ment of excess cash in short term, investment grade interest-
bearing securities. These investments are considered to be
cash equivalents and are shown that way on our balance
sheet. If there are changes in interest rates, those changes
would affect the investment income we earn on these invest-
ments and, therefore, impact our cash flows and results of
operations.
ITEM 8. FINANCIAL STATEMENTS AND
SUPPLEMENTARY DATA

The financial statements and schedules are listed under
ltem 15{a} and filed as part of this annual report on
Form 10-K.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH
ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None,

ITEM 9A. CONTROLS AND PROCEDURES

EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES
Our management, with the participation of our Chief Execu-
tive Bear and Chief Financial Bear, has evaluated the
effectiveness of our disclosure controls and procedures (as
such term is defined in Rules 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934, as amended {the
“Exchange Act”)), as of the end of the period covered by this
report. Qur management, with the parficipation of our Chief
Executive Bear and Chief Financial Bear also conducted an
evaluation of our internal control over financial reporting to
determine whether any changes occurred during the period
covered by this report that hove materially offected, or are
reasonably likely to materially offect, our internal control over
financial reporting. Based on this evaluation, our manage-
ment, including the Chief Executive Bear and Chief Financiol
Bear, concluded that our disclosure controls and procedures
were effective as of December 29, 2007, the end of the
period covered by this annual report.

It should be noted that our management, including the
Chief Executive Bear and the Chief Financial Bear, do not

expect that our disclosure controls and procedures or internal
controls will prevent all error and all fraud. A control system,
no matter how well conceived or operated, can provide only
reasonable, not absolute, assurance that the objectives of the
control system are met. Further, the design of a control system
must reflect the fact that there are resource constraints, and
the benefits of controls must be considered relotive to their
costs. Because of the inherent limitations in all control systems,
no evaluation of controls can provide absolute assurance that
all control issues and instances of fraud, if any, within the
Company have been detected. These inherent limitations
include the reclifies that judgments in decision-making can be
faulty, and that breakdowns con occur because of simple
error or mistake, Additionally, controls can be circumvented
by the individual acts of some persons, by collusion of wo or
more people, or by management override of the controls. The
design of any system of controls is based in part upon certain
assumptions about the likelihood of future events, and there
can be no assurance that any design will succeed in achiev-
ing its stated goals under all potential future conditions; over
time, controls may become inadequate because of changes in
conditions, or the degree of compliance with the policies or
procedures may deteriorate. Because of the inherent limi-
tations in a costelective control system, misstatements due to
errar or fraud may occur and not be detected.

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING

Our management is responsible for establishing and maintain-
ing adequate internal control over financial reporting for the
Company. Internal control over financial reporting is a proc-
ess to provide reasonable assurance regarding the reliability
of our financial reporting for external purposes in accordance
with accounting principles generally accepted in the United
States of America. With the participation of our Chief Execu-
tive Bear and our Chief Financial Bear, management
conducted an evaluation of the effectiveness of our internal
contro! over financial reporting based on the criteria estab-
lished in Internal Control—Integrated Framework issued by the
Comnmittee of Sponsoring Organizations of the Treadway
Commission. Based on this evaluation, management con-
cluded that our internal control over financial reporting was
effective as of December 29, 2007.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Build-A-Beor Workshop, Inc.:

We have avdited Build-A-Bear Workshop, Inc. and sub-
sidiaries’ (the Company's) internal control over financial
reporting as of December 29, 2007, based on criteria estab-
lished in Internal Control —Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway
Commission {COSO). The Company’s management is respon-
sible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal
control over financial reporting. Qur responsibility is to
express an opinion on the Company's internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the stan-
dards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and
perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtain-
ing an understanding of internal control over financial
reporting, assessing the risk that a material weakness exists,
and testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk.
Ovur audit also included performing such other procedures as
we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a
process designed fo provide reasonable assurance regarding
the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s
internal control over financial reporting includes those policies
and procedures that {1} pertain to the maintenance of records
that, in reasonable detail, accurately and faidy reflect the
transactions and dispositions of the assets of the company;

{2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company
are being made only in accordance with authorizations of
management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of
the company's assets thal could have a material effect on the
financial statements.

Because of its inherent limitations, internal control over
financial reporting may not prevent or detect misstotements.
Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may
deteriorate.

in our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as
of December 29, 2007, based on criteria established in
Internal Control —integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway
Commission.

We also have audited, in accordance with the standords
of the Public Company Accounting Oversight Board {United
States), the consolidated balance sheets of the Company as of
December 29, 2007 and Dezember 30, 2006, and the
related consolidated statements of income, stockholders’ equi-
ty, and cash flows for each of the years in the three-year
period ended December 29, 2007, and our report dated
March 13, 2008 expressed an unqualified opinion on those
consolidated financial statements.

(signed) KPMG LLP

St. Louis, Missouri
March 13, 2008

CHANGES [N INTERNAL CONTROL OVER
FINANCIAL REPORTING

The Company's management, with the participation of the
Company’s Chief Executive Bear and Chief Financial Bear,
also conducted an evaluation of the Company'’s internal con-
trol over financial reporting 1o determine whether any changes
occurred during the period covered by this report that have
materially affected, or are reasonably likely to materially
affect, the Company’s internal control over financial reporting.
Based on that evaluation, the Company’s management noled
that, during the period covered by this report, the Company
remediated the material weakness in internal control over
financial reporting that was noted in the Company's report on
Form 10-Q/A for the period ended June 29, 2007. The
Company’s procedures regarding the calculation of cash
flows from foreign subsidiaries with functional currencies other
than US Dollars were enhanced to include additional steps,
including a reconciliation of the total depreciation and amor-
tization as stated on the statement of cash flows to the total
included in the consolidatec income statement and calculating
the translation of foreign currency additions with respect to
property, plant and equipment by month. The Company has
also enhanced controls over the reporfing of comprehensive
income.

ITEM 9B. OTHER INFORMATION

None.

-
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PART Hll

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS
OF THE REGISTRANT

Information concerning directors, appearing under the caption
“Board of Directors” in our Proxy Statement (the “Proxy
Statement”) to be filed with the SEC in connection with our
Annual Meeting of Shareholders scheduled to be held on
May 8, 2008 is incorporated by reference in response to this
Item 10.

The information appearing under the caption “Section
16{a) Beneficial Gwnership reporfing Compliance” in the
Proxy Statement is incorporated by reference in response to
this Item 10.

BUSINESS CONDUCT POUCY

The Board of Directors has adopted a Business Conduct Policy
applicable to our directars, officers and employees, including
all executive officers. The Business Conduct Policy has been
posted in the Investor Relations section of our corporate web
site at htip://ir.buildabear.com. We intend to satisfy the
amendment and waiver disclosure requirements under appli-
cable securities regulations by posting any amendments of, or
waivers to, the Business Conduct Policy on our web site.

The information appearing under the caption “Code of
Ethics” in the Proxy Statement is incorporated by reference in
response fo this ltem 10,

EXECUTIVE OFFICERS AND KEY EMPLOYEES

Set forth below is the name, age, position and a brief account
of the business experience of each of our executive officers
and key employees as of March 7, 2008.

Name Age Pasition(s)

Chief Executive Bear and Chairman of the
Board

President and Chief Opercting Bear
Chief Financial Bear, Treasurer and
Secretary

Chief Marketing Bear

Chief Warkshop Bear

Maxine Clark 59

Scott Seay 45
Tina Klocke 48

Teresa Kroll 53
Paul Bundonis 46

Maxine Clark has been our Chief Executive Bear since
our inception in 1997, our President from our inception in
1997 to April 2004 and has served as Chairman of our
board of directors since our conversion to a corporation in
April 2000. From November 1992 until January 1996,

Ms. Clark was the President of Payless ShoeSource, Inc. Prior
to joining Payless, Ms. Clark spent over 19 years in various
divisions of The May Department Stores Company in areas
including merchandise development, merchandise planning,
merchandise research, marketing and product development.
Ms. Clark is @ member of the Board of Directors of The I.C.
Penney Company, Inc. and Chairman of its Corporate Gover-
nance Committee. She also serves on the Board of Trustees of

the International Council of Shopping Centers and Wash-
ington University in St. Louis and on the Board of Directors of
Barnes Jewish Hospital. Ms. Clark is Chairman of the Board
of Directors of Teach for America St. Louis. She is also a
member of the Committee of 200, an organization for women
entrepreneurs around the world.

Scott Seay joined Build-A-Bear Workshop in Moy 2002
as Chief Workshop Bear and was named President and Chief
Cperating Bear in January 2007. Prior to joining us,

Mr. Seay was Chief of Field Operations for Kinko’s Inc., a
national chain of copy centers, from April 1999 to May
2002. From April 1991 to April 1999, Mr. Seay held several
operafional roles including Senior Vice President of Oper-
ations West for CompUSA Inc., o computer retailer. From
April 1983 to April 1991, Mr. Seay held several operational
positions for The Home Depot, Inc.

Tina Klocke has been our Chief Financial Bear since
November 1997, our Treasurer since April 2000, and Secre-
tary since February 2004. Prior to joining us, she was the
Controller for Clayton Corporation, a manufacturing com-
pany, where she supervised all accounting and finance
functions as well as human resources. Prior to joining Clayton
in 1990, she was the controller for Love Real Estate Com-
pany, a diversified investment management and development
firm. She began her career in 1982 with Ernst & Young LLP.

Teresa Kroll has been our Chief Marketing Bear since
September 2001. Prior fo joining us Ms. Kroll was Vice Presi-
dent-Advertising for The WIZ, a unit of Cablevision, from
1999 to 2001. From 1995 to 1999, Ms. Kroll was Director
of Marketing for Montgomery Ward Holding Corp., a
department store retailer. From 1980 to 1994 Ms. Krell
held various administrative and marketing positions for
Venture Stores, Inc.

Paul Bundonis joined Build-A-Bear Workshop in May
2006 as Managing Director, Western Region and was
named Chief Workshop Bear in January 2007. Prior to join-
ing us, Mr. Bundonis was President and Chief Operating
Officer at Olly Shoes, a children’s shoe retailer, from 2003
to 2006. From 2000 to 2003, Mr. Bundonis was Director
Store Operations Planning and Development al Express
{Limited Brands), a specialty retailer. From 1998 to 2000, he
was Vice President Merchandise Planning and Replenishment
at Zany Brainy, Inc., a specialty retailer. From 1979 to 1998,
Mr. Bundonis held various operations positions at Eddie
Baver, Inc. and R.H. Macy, Inc.

Barry Erdos served as our President and Chief Operating
OHicer Bear during the 2006 fiscal year and until January 5,
2007. On January 5, 2007, Mr. Erdos resigned as President
and Chief Operating Officer Bear. Also effective on
lanuvary 5, 2007, Scolt Seay was appointed President and
Chief Cperoting Bear.
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ITEM 1 1. EXECUTIVE COMPENSATION

The information contained in the sections tifled “Executive
Compensation” and “Information About the Board of Directors
- Board of Directors Compensation” in the Proxy Statement is
incorporated herein by reference in response to this ltem 11,

EQUITY COMPENSATION PLAN INFORMATION

ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL
OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information contained in the section tifled “Security
Ownership of Certain Beneficial Owners and Management”
in the Proxy Statement is incorporated herein by reference in
response to this ltem 12.

(o} {b] el
Number of securities
remaining available for
Number of securifies to Weighted-average  future issvance under equity
be issued upon exercise of exercise price of compensation plans
' outstanding options, outstanding opfions, {excluding securities
Plan category warrants and rights warrants and rights reflected in column [a]}iV
Equity compensation plans approved by security holders 420,881 $16.25 2,213,703
Equity compensation plans not approved by security holders — — —
Total 420,881 $16.25 2,313,703

{1} The number of securities remaining available for Future issuance under equity compensation plans includes 850,584 shares available for issuance under our
Associote Stock Purchase Plan (ASPP). Shares sold under our ASPP can be obiained from freasury stock, authorized but unissued shares or open market purchases

of our comman stock.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED
TRANSACTIONS

The information contained in the section fitled “Certain Rela-
tionships and Related Party Transactions” in the Proxy
Statement is incorporated herein by reference in response to
this ltem 13.

ITEM 14, PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information contained in the section titled “Principal
Accountant Fees” and “Policy Regarding Pre-Approval of
Services Provided by the Independent Auditor” in the Proxy
Statement is incorporated herein by reference in response to
ltem 14.
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PART IV

ITEM 135. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

{a){1) Financial Statements

The financial statements and schedules set forth below are filed on the indicated pages as part of this annual report on
Form 10-K.

Page
Report of Independeni Registered Public Accounting Firm 40
Consolidated Balance Sheets as of December 29, 2007 and December 30, 2006 43
Consolidated Statements of Income for the fiscal years ended December 29, 2007, December 30, 2006, and
December 31, 2005 4?2
Consolidated Statements of Stockholders’ Equity for the fiscal years ended December 29, 2007, December 30, 2006,
and December 31, 2005 43
Consolidated Statements of Cash Flows for the fiscal years ended December 29, 2007, December 30, 2006, and
December 31, 2005 44
Notes to Consolidated Financial Statements 45

®
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Build-A-Bear Workshop, Inc.

We have audited the accompanying consolidated balance sheets of Build-A-Bear Workshop, Inc. and subsidiaries (the
Company) as of December 29, 2007 and December 30, 2006, and the related consolidated siaternents of income, stockholders’
equity, and cash Bows for each of the years in the three-year period ended December 29, 2007, These consolidated financial
statements are the responsibility of the Company’s management. Qur responsibility is to express an opinion on these con-
solidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board {United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on o test basis, evidence supporting the amounts ond
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of the Company as of December 29, 2007 and December 30, 2006, and the results cf their operations and their cash
flows for each of the years in the three-year period ended December 29, 2007, in conformity with U.S. generally accepted
accounting principles.

As discussed in Note 2 to the Consolidoted Financial Statements, the Company adopted Statement of Financisl Accounting
Standards No. 123R “Share Based Payments,” effective January 1, 2006.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board {United
States), the Company’s internal control over financial reporting as of December 29, 2007, based on criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
{COSO)), and our report dated March 13, 2008 expressed an unqualified opinion on the effectiveness of the Company’s
infernal control over financial reporting.

/s/ KPMG LLP

St. Louis, Missouri
March 13, 2008
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Build-A-Bear Workshop, Inc. and Subsidiaries
Consolidated Balance Sheets

December 29, December 30,
(Dollars in thousands, except share and per share data) 2007 2006
(Revised)
ASSETS
Current assets:
Cash and cash equivalents $ 66,261 $ 53,109
Inventaries 48,638 50,905
Receivables 7,068 7,389
Prepaid expenses and other current assets 14,624 11,805
Deferred tax assets 3,606 2,388
Total current assets 140,197 125,596
Property and equipment, net 139,841 130,347
Goodwill 42,840 42,327
Other intangible assets, net 4,016 2,260
Investment in affiliate 4,307 604
Other assets, nat 8,330 4,036
Total Assets $339,50 $305,170
UARIUTIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable § 45,044 $ 45,982
Accrued expenses 15,439 16,301
Gift cords and customer deposits 34,567 28,128
Deferred revenue 8,708 6,454
Total current liabilities 103,758 96,865
Deferred franchise revenue 2,51 2,297
Deferred rent 38,046 34,754
Other liabilities 1,608 811
Commitments and confingencies
Stockholders’ equity:
Preferred stock, par value $0.01, Shares autharized: 15,000,000; No shares issued or outstanding af
December 29, 2007 and December 30, 2006 — -
Common stock, par value $0.01, Shares authorized: 50,000,000,
Issued and outstanding: 20,676,357 and 20,537,421 shares, respectively 207 205
Additienal paid-in capital 88,388 88,866
Accumulated other comprehensive income 6,314 5,182
Retained earnings 98,699 76,190
Total stockholders’ equity 193,608 170,443
Total Liabilities and Stockholders’ Equity $339,50 $305,170

See accompanying notes to consolidated finoncial statements.
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Build-A-Bear Workshop, Inc. and Subsidiaries
Consolidated Statements of Income

Fiscal Year
{Dollars in thousands, except! share and per share data) 2007 2006 2005
Revenues:
Net retail sales $ 468,168 % 432,572 § 358,901
Franchise fees 3,577 3,521 1,976
Licensing revenue 2,616 Q79 932
Total revenues 474,361 437 072 361,809
Costs and expenses:
Cost of merchandise sold 259,078 227,509 180,373
Selling, general, and administrative 177,375 158,712 133,921
Store preopening 4,416 3,958 4,812
Interest expense (income), net {1,531) {1,530} (1,710
Total costs and expenses 439,338 388,649 317,396
Income before income taxes 35,023 48,423 44,413
Income tax expense 12,514 18,933 17,099
Net income $ 22,509 % 29,490 % 27,314
Earnings per common share:
Basic $ 111§ 1.46 § 1.38
Diluted $ 1.10 % 1.44 § 1.35
Shares used in computing common per share amounts:
Basic 20,256,847 20,169,814 19,735,067
Diluted 20,448,793 20,468,256 20,229,978

See accompanying notes to consclidated financial statements.
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Build-A-Bear Worksho;:;, Inc. and Subsidiaries

Consolidated Statements of Stockholders” Equity

Accumulated
Additional other Notes
Common  paidiin  comprehensive  Retained  receivable Unearned

{Dollars in thousands) stock capital income earmings  from officers compensation Total
Baolance, January 1, 2005 $196 $77.708 $} - $19,386 $01,770) $ (100 $ 95510
Interest on notes receivable from officers — 26 - — (26} — -
Collection of notes receivable from

officers - — — - 1,645 - 1,645
Shares issued under employee stock

plans, net of tax benefit 5 7.525 — - - {1,642} 5,888
Net income - — - 27,314 - — 27,314
Bolance, December 31, 2005 $201  $85,259 $ —  $46700 $ (15N $01,652) $130,357
Interest on nofes receivable from officers - 4 - - {4) - —
Collection of notes receivable from

officers — - — - 155 - 155
Reclassification of unearned

compensation upon adoption of SFAS

123R — 0,652 - - - 1,652 -
Stock-based compensation — 2,139 — - - - 2,139
Shares issued under employee stock

plans, net of tax benefit 4 3,116 — - - - 3,120
Other comprehensive income — — 5,182 — - - 5,182
Net income - — - 29,490 - - 29,490
Balance, December 30, 2006 $205  $88,866 $5,182  $76,190 $ - $ —  $170,443
Share repurchase (2i (4,668} — — —_— — (4,670
Stock-based compensation _ 3,078 —_ — - — 3,078
Shares issued under employee stock

plans, net of tax benefit 4 1,112 - — -_ —_ 1,116
Qther comprehensive income — — 1,132 — — — 1,132
Net income — _ 22,509 — -_— 22,509
Balance, December 29, 2007 $207 $88,388 $56,314 598,699 5§ - $ — 5193608
See accompanying notes to consolidated financial statements.

X
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Build-A-Bear Workshop, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

Fiscal Year
(Dollars in thousands) 2007 2006 2005
Cash flows from operoting activities:
Net income $22,509 $29,490 $27314
Adjusiments to reconcile net income o net cash provided by operating activities:
Depreciation and amortization 26,292 22,394 17,592
Deferred taxes (2,844} (1,130) {2,035)
Tax benefit from stock oplion exercises (538) (1,26%9) 3,091
Loss on disposal of property and equipment 515 82 526
Stock-based compensation 3,078 2,139 795
Change in assets and liabilities:
Inventories 1,738 {8,348) [9,366)
Receivables 350 {1,824} (2,804}
Prepaid expenses and other assets {3,445 {1,021} (1,612}
Accounts payable {(1,025) 3,419 9,229
Accrued expenses and other liabilities 9,744 2,125 11,212
Nel cash provided by operating aclivities 56,374 53,035 54,642
Cash flows from investing activities:
Purchases of property and equipment (32,101}  [52,577) (31,083
Purchases of other assets and other intangible assets {5,134) {1,459} [1,569)
Investment in unconsolidated affiliate {3,703) {604} -
Loan to franchisee — — {4,425)
Purchases of business, net of cash acquired —  {39,132) -
Cash flow used in investing aclivilies (40,938} (93,772) [37,077)
Cash Hlows from financing activities:
Exercise of employee stock options and employee stock purchases 1,080 2,112 4,413
Purchases of Company's common stock (4,670} - -
Collection of notes receivable from officers - 155 1,645
Tax benefit from stock option exercises 538 1,270 -
Cash flow {used in) provided by financing activities {3,052} 3,537 6,058
EHect of exchange rates on cash 768 {641) -
Net increase {decrease] in cash and cash equivalents 13,152 {37.841) 23,623
Cash and cash equivalents, beginning of peried 53,109 20,950 67,327
Cash and cash equivalents, end of period §66,261 $53,109 $90,950
Supplemental disclosure of cash flow information:
Cash paid during the period for:
Income taxes $20,593 $18,969 $11,562
Noncash Transactions:
Return of common stock in lieu of tax withholdings and option exercises $ 501 % 141 3§ 2410
Return of common stock for repayment of note receivable from officer 5 - § 155 % -

See accampanying notes to consolidated financial statements,
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Notes to Consolidated Financial Statements

(1) DESCRIPTION OF BUSINESS AND BASIS OF PREPARATION

Build-A-Bear Workshop, Inc. (the Company} is a specialty
retailer of plush animals and related products. At

December 29, 2007, the Company operated 321 stores
[unaudited) located in the United States, Canada, the United
Kingdom, Ireland and France. The Company was formed in
September 1997 and began operations in QOctober 1997,
The Company changed to a Delaware C Corporation on
April 3, 2000. The Company previously operated as a Mis-
souri Limited Liability Company.

During 2001, the Company and a third party formed
Build-A-Bear Entertainment, LLC [BABE) for the purpose of
promoting the Build-A-Bear Workshop brand and characters
of the Company through cerfain entertainment media. Prior to
February 2003, the Company owned 51% and was the
managing member.

During 2002, the Company formed Build-A-Bear Work-
shop Franchise Holdings, Inc. {Holdings) for the purpose of
entering into franchise agreements with companies in foreign
countries where Build-A-Bear Workshop, Inc. does not have
company-owned stores. Holdings is a wholly-owned sub-
sidiary of the Company. As of December 29, 2007, 53
Build-A-Bear Workshop franchise stores are open and operat-
ing in 12 couniries {unaudited).

During 2003, the Company formed Build-A-Bear Retail
Management, Inc. (BABRM] for the purpose of providing
purchasing, legal, information technology, accounting, and
other general management services for Build-A-Bear Work-
shop stores. BABRM is a wholly-owned subsidiary of the
Company.

On April 2, 2006, we acquired all of the outstanding
shares of The Bear Factory Limited, a shuffed animal retailer in
the United Kingdom, and Amsbra Limited, our former UK.
franchisee (the UK Acquisition}. During 2006, the Company
formed Build-A-Bear Workshop UK Holdings, Ltd (UK Hold-
ings) as the parent company to The Bear Factory and Amsbra.
UK Holdings is a wholly-owned subsidiary of Holdings. The
results of the acquisition’s operations have been included in
the consolidated financial statements since the date of acquis-
ition. In conjunction with those transactions, we obtained 40
retail locations in the United Kingdom and Irelund. Amsbra
operated 11 franchised Build-A-Bear Workshop stores located
in the United Kingdom. Upon completion of the acquisition, all
of the franchised locations in the United Kingdom became
company-owned stores. Also during 2006, the Company
formed Build-A-Bear Workshop Ireland and Build-A-Bear
Workshop France as wholly-owned subsidiaries of Holdings.
Since that time, the Company has opened company-owned
stores in both Ireland and France.

During the third fiscal quarter 2007, the Company cor-
rected immaterial errors related to goodwill recorded in
connection with the UK Acquisition and related foreign cur-
rency translation adjusiments. The impact of the error on the

December 30, 2006 balance sheet was an increase to
goodwill of $5.4 million, an increase to accumulated other
comprehensive income of $6.2 million and a decrease in
accounts payable of $0.8 million, Previously reported
comprehensive income for fiscal 2006 was understated by
$4.6 million. There was no impact to fiscal 2006 net income,
including earnings per share, or cash flows from. operating,
investing or financing activities.

(2} SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of the Company'’s significant accounting policies
applied in the preparafion of the accompanying consolidated
financial statements follows:

() Principles of Consolidation

The accompanying consolidated financial statements
include the accounts of Build-A-Bear Workshop, Inc. and its
wholly-owned subsidiaries: Holdings, BAB Canada, BABE,
and BABRM. All significant intercompany accounts are elimi-
nated in consolidotion.

(b) Fiscal Year

The Company operales on a 52- or 53-week fiscal year
ending on the Saturday closest to December 31. The periods
presented in these financial stalements are the fiscal years
ended December 29, 2007 (fiscal 2007}, December 30,
2006 (fiscal 2006), and December 31, 2005 [fiscal 2005).
All fiscal years presented included 52 weeks. References to
years in these financial statements relate to fiscal years or
year ends rather than calendar years.

{c) Cash and Cash Equivalents

Cash and cash equivalents include cash and shortterm
highly liquid invesiments with an original maturity of three
months or less held in both domestic and foreign financial
institutions.

The majority of the Company’s cash and cash equivalents
exceed federal deposit insurance limits. The Company has not
experienced any losses in such accounts and management
believes that the Company is not exposed to any significant
credit risk on cash ond cash equivalents.

{d} Inventories
Inventories are stated at the lower of cost or market, with
cost determined on an averagecost basis.

(e) Receivables

Receivables consist primarily of amounts due to the
Company in relation to tenant allowances, corporate product
sales, franchisee royallies and product sales, and licensing
revenue, The Company assesses the collectability of all
receivables on on ongoing basis by considering ils historical
credit loss experience, current economic conditions, and other

s 1)
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Notes to Consolidated Financial Statements {continued)

relevant foctors. Based on this analysis, the Company has
determined that no material allowance for doubtful accounts
was necessary at either December 29, 2007 or

December 30, 2006.

(f Property and Equipment

Property and equipment consist of leasehold improve-
ments, furniture and fixtures, and computer equipment and
software and ore stated ot cost. Leasehold improvements are
depreciated using the straightline method over the shorter of
the useful life of the assets or the life of the lease which is
generally ten years. Furniture and fixtures and computer
equipment are depreciated using the straight-line method over
the estimated service lives ranging from three to seven years.
Computer software is amortized using the straightline method
over a period of three years. New store construction deposits
are recorded at the time the depaosit is made as
construction-in-progress ond reclassified to the appropriate
property and equipment category ot the time of completion of
construction, when operations of the store commence. Main-
tenance and repairs are expensed as incurred and
improvements are copitalized. Gains or losses on the dis-
position of fixed assets are recorded upon disposal.

{g) Note Receivable from Franchisee

The 2005 note receivable from franchisee consists of
principal and accrued interest related to a loan made to one
of the Company’s infernational franchisees. The note is stated
at face value plus accrued interest. The note receivable was

included in the purchase price of the U K. acquisition on
April 2, 2006.

(h) Goodwill

In accordance with Statement of Financial Accounting
Standards [SFAS) No. 142 “Goodwill and Other Intangible
Assets” goodwill is not subject to smortization. Goodwill is
tested for impairment annually or more frequently it events or
changes in circumstances indicate that the asset might be
impaired. This testing requires comparison of the carrying
value of the reporting unit to its fair value, and when appro-
priate, the carrying valve of impaired assets is reduced to fair
value. During the fourth quarter of 2007, the Company com-
pleted its annual impairment test for the Company’s reporting
units which determined that there was no impairment of

goodwill in 2007.

(i) Other Intangible Assets

Other intangible assets consist primarily of costs related
to trademarks and other intellectual property and key money
deposits. Trademarks and other intellectual property represent
third-party costs that are capitalized and amortized over their
estimated lives ranging from one to fen years using the
straight-line method. Key money deposits represent amounis
paid to a tenant to acquire the rights of tenancy under o

commercial property lease for a property located in France.
These rights can be subsequently sold by us fo a new tenant.
Key money deposits are amortized to their residual value over
the term of the lease.

{i} Other Assets

Other assets consist primarily of deferred leasing fees
and deferred costs related to franchise agreements. Deferred
leasing fees are initial, direct costs related to the Company’s
operafing leases and are amortized over the term of the
related leases. Deferred franchise costs are initial costs related
to the Company’s franchise agreements that are deferred and
amortized over the life of the respective franchise agreement
Amortization expense related to other assets was $0.4 mil-
lion, $0.5 million, and $0.3 million for 2007, 2006, and
20035, respectively.

(k) Long-lived Assets

Whenever facts and circumstances indicate that the carry-
ing value of a long-lived asset may not be recoverable, the
carrying valve is reviewed. [f this review indicates that the
carrying valve of the asset will not be recovered, as
determined based on projected undiscounted cash fows
related to the asset over its remaining life, the carrying value
of the asset is reduced to its estimated fair value.

(I) Deferred Rent

Certain of the Company’s operating leases contain pre-
determined fixed escalations of minimum rentals during the
original lease terms. For these leoses, the Company recog-
nizes the reloted rental expense on a straightHine basis over
the life of the lease and records the difference between the
amounts charged to operations and amounts paid as deferred
rent. The Company also receives certain lease incenfives in
conjunction with entering into operating leases. These lease
incentives are recorded as deferred rent at the beginning of
the lease term and recognized as a reduction of rent expense
over the lease term. In addition, certain of the Company’s
leases contain future contingent increases in rentals. Such
increases in rental expense are recorded in the period that it
is probable that store sales will meet or exceed the specified
target that triggers contingent rental expense.

{m) Franchises

The Company defers initial, oneime nonrefundable fran-
chise fees and amortizes them over the life of the respective
franchise agreements, which extend for periods up to 10
years. Conlinuing franchise fees are recognized as revenue
as the fees are earned.

{n} Retuil Revenue Recognition

Net retqil sales are net of discounts, exclude sales tax,
ond are recognized at the lime of sale. Shipping and han-
dling costs billed 1o customers are included in net retail sales.
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Notes to Consolidated Financial Statements (continued)

Revenues from the sale of gift cards are recognized at the
time of redemption. Unredeemed gift cards are included in
gift cords and customer deposits on the consolidated balance
sheets. The company escheais a portion of unredeemed gift
cards according to Delaware escheatment regulations that
require remittance of the cost of merchandise portion of
unredeemed gift cards over five years old. The difference
between the value of gift cards and the amount escheated
is recorded as income in the consolidated statement of
operations,

The Company has an automated frequent shopper pro-
gram in the United States, the Stuff Fur Stuff® club, whereby
guests enroll in the program and receive one point for every
dollar or partial dollar spent and after reaching 100 points
receive a $10 discount on a future purchase. This program
replaced the former Buy Stuff®Club. An estimate of the oblige-
tien related to the program, based on historical redemption
rates, is recorded as deferred revenue and a reduction of net
retail sales at the time of purchase. The deferred revenue
obligafion is reduced, and o corresponding amount is recog-
nized in net retail sales, in the amount of and at the time of
redemption of the $10 discount.

Management tracks redemptions of these various cards
and uses actual redemption rates by card series and historical
results to estimate how much revenue to defer. Management
reviews these redemption rates and assesses the adequacy of
the deferred revenue account ot the end of each fiscal quarter.
Due to the estimates involved in these assessments, adjust-
menls to the deferral rate are generally made no more often
than semi-annually in order to allow time for more definite
trends to emerge.

Based upon an assessment in fiscal 2005, the amount of
revenue being deferred was reduced by 0.1% on a pro-
spective basis from its then current level due to changes in the
Company’s redemplion experience.

Based upon an assessment at the end of fiscal 2006, the
deferred revenue account was odjusted downward by $3.6
million, effective at the beginning of fiscal 2006, with a corre-
sponding increase to net sales, and a $2.2 million increase in
net income. Additionally, the amount of revenue being
deferred for future periods was decreased by 0.6%, to give
eHect to the change in redemption experience and the
increased visibility of the redemptions with the automated
system.

In 2007, the Company reduced the estimoted liability
associated with the former Buy Stuff cards by $0.4 million.
Redemptions of Buy Stuff cards were no longer allowed after
August 31, 2007. Existing points earned can be transferred
to the new Stuff Fur Stuff club program. Based on the most
recent assessment of the end of fiscal 2007, no adjustment
was made to the deferral rate.

(o] Cost of Merchandise Sold

Cosl of merchandise sold includes the cost of the mer-
chandise, royalties paid to licensors of third party branded
merchandise, store occupancy cost, including store deprecia-
tion, freight costs from the manufacturer to the store, cost of
warehousing and disiribution, packaging, domages and
shortages, and shipping and handling costs incurred in ship-
ment fo customers,

(p) Selling, General, and Administrative Expenses

Selling, general, and administrative expenses include
store payroll and related benefits, advertising, credit card
fees, and store supplies, as well as central office management
payrolt and related benefits, costs related to the review of stra-
tegic allernatives, travel, information systems, accounting,
insurance, legal, and public relations. It also includes
depreciation ond amortization of central office leosehold
improverments, furniture, fixtures, and equipment, as well as
amortization of trademarks and intellectual property.

(q) Store Preopening Expenses

Store preopening expenses, including siore set-up, certain
labor and hiring costs, and rental charges incurred prior to
store openings are expensed as incurred.

(r] Advertising

Production costs of commercials and programming are
charged to operations in the period during which the pro-
duction is first aired. The costs of other advertising, promotion
and marketing programs are charged to operations in the
period the program takes place. Adverfising expense was
$35.2 million, $31.0 million, and $27.2 millien for fiscal
years 2007, 2006 and 2005, respectively,

(s) Income Taxes

Income taxes are accounted for using a balance sheet
approach known as the asset and liability method. The asset
and liability method accounts for deferred income taxes by
applying the statutory tax rates in effect at the dote of the
consolidated balance sheets to differences between the book
basis and the tax basis of assels and liobilities.

The Company adopted the provisions of Financial Stan-
dards Accounting Boord Interpretation No. 48 Accounting for
Uncertainty in Income Taxes an interpretation of FASB State-
ment No. 109 {FIN 48} on December 31, 2006. As a result
of the implementation of FIN 48, the Company did not record
an adjustment in the liability for unrecognized income tax
benefits. The Company recognizes estimated interest and
penalties related to uncertain tax pesitions in income tax
expense. See Note 9, Income Taxes for further discussion

regarding the adoption of FIN 48.
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{t} Earnings Per Share

Basic earnings per share is determined by dividing net
income allocated to common stockholders by the weighted
average number of cammon shares outstanding during the
period. Diluted earnings per share reflects the potential
dilution that could occur if options fo issue common stock
were exercised. In periods in which the inclusion of such
instruments is anti-dilutive, the effect of such securities is not
given consideration.

(v} Stock-Based Compensation

In December 2004, the Financial Accounting Standards
Board {FASB) issued Statement of Financial Accounting Stan-
dards {SFAS} No. 123 {revised 2004), Share-Based Payment
(SFAS 123R]. SFAS 123R requires companies to recognize
the cost of awards of equity instruments, such as stock options
and restricted stock, based on the fair value of those awards
at the date of grant and eliminates the choice to account for
employee slock options under Accounting Principles Board
{APB) Opinion No, 25, Accounting for Stock Issued to
Employees (APB 25). The Company adopted SFAS 123R
effective January 1, 2006 using the modified prospective
method and, as such, results for prior periods have not been
restated. Under this method, in addition fo reflecting compen-
sation expense for new share-based awards, expense is also
recognized to reflect the remaining service period of awards
that had been included in pro forma disclosures in prier peri-
ods. Prior to January 1, 2006, the fair value of restricted stock
awards was expensed by the Company over the vesting peri-
od, while compensation expense for stock options was
recognized over the vesting period only to the extent that the
grant date market price of the stock exceeded the exercise
price of the options.

For fiscal 2007 and 2006, selling, general and admin-
istrative expense includes $3.0 million {$1.9 million net of
tax) and $2.1 million {$1.4 million after tax), respectively, of
stock-based compensation expense. Of the fiscal 2006
amount, $0.2 million ($0.2 after tax) is attributable to the
Company's adoption of SFAS 123R. The additional stock-
based compensation expense not related to the adoption of
SFAS 123R was related to the vesting of restricted stock
awards.

As of December 29, 2007, there was $7.2 million of
total unrecognized compensation expense related to non-
vested restricted stock owards and options which is expected
to be recognized over a weighted-average period of 1.75
years.

The following table illustrates the effect on net income
and earnings per share as if the Company had opplied the
fair value method of SFAS No. 123, Accounting for Stock-
Based Compensation (SFAS 123), prior to Januvary 1, 2006
fin thousands except per share amounts):

2005
Net income:
As reported $27.314
Add stock-based employee compensalion expense
recorded, net of related tax effects 489
Deduct stock-based employee compensation expense
under fair value-based method, net of related tax
effects {2,758}
Pro Forma $25,045
Basic earnings per common share:
As reported $ 1.38
Pro forma $ 127
Diluted earnings per common skare:
As reported $ 1.35
Pro forma $ 1.24

The fair value of each option was estiimated on the date
of grant using the Black-Schaoles option pricing model with the
following weighted average assumptions for fiscal 2005:

(a) dividend yield of 0%; (b} expected volatility of 50%;

(c} risk-free interest rate of 3.5%; and (d) a weighted average
expected life of 6.3 years. The weighted average grant date
fair value of options granted during fiscal 2005 was $17.23.
There were no new options granted in fiscal 2007 or fiscal
2006. The pro forma disclosures above utilize the accelerated
expense atiribution method under FASB Interpretation No. 28,
Accounting for Stock Appreziation Rights and Other Variable
Stock Option or Award Plans —An Interpretation of APB Opin-
ions No. 15 and 25. Upon adoption of SFAS 123R, the
Company made a policy decision that the straightline
expense attribution method would be utilized for all future
stock-based compensation awards with graded vesting.

On October 21, 2005, the Compensation Committee of
the Board of Directors of the Company approved accelerated
vesting of all unvested stock options that were granted prior to
March 9, 2005. These options have exercise prices ranging
from $20.00 to $34.65 per share. Options to purchase
174,056 shares of the Company’s stock became exercisable
on October 21, 2005 os o result of this acceleration, includ-
ing 71,000 shares held by the Company’s named executive
officers. OF these options, 173,056 had exercise prices in
excess of the current market value at the time of the accel-
eration of vesting.

The Compensation Committee’s decision to accelerate the
vesting of the options was based upon the issuance of SFAS
123R. The acceleration of the vesting of these stock options
enabled the Company ta avoid compensation charges related
to these options in periods subsequent to the effective date
under the provisions of SFAS 123R.

The aggregate compensation expense that would have
been recorded subsequent to the adoption of SFAS 123R, but
was eliminated as a result of the acceleration of the vesting of
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these options is approximately $1.8 million {$1.1 million, net
of tax). This amount is instead reflected in the above pro
forma disclosures for 2005.

Prior to the adoption of SFAS 123R, the Company pre-
sented the benefit of all tax deductions resulting from the
exercise of stock options and restricted stock awards as oper-
ating cash flows in the consolidated statements of cash flows.
SFAS 123R requires the benefits of tax deductions in excess
of grant-date fair value be reported as a financing cash fow,
rather than as an operating cash flow. Excess tax benefits of
$1.3 million, which were clossified as a financing cash inflow
in fiscal 2006, would have been classified as an operating
cash inflow if the Company had not adopted SFAS 123R.

{v) Fair Value of Financial Instruments

For purposes of financial reporting, management has
determined that the fair value of financial instruments, includ-
ing cash and cash equivalents, receivables, accounts payable
and accrued expenses, approximates book value at
December 29, 2007 and December 30, 2006.

{w) Use of Estimates

The preparation of the consolidated financial statements
requires management of the Company to make a number of
estimates and assumptions relating fo the reported amount of
assets and liabilities and the disclosure of contingent assets
and ligbilities at the date of the consolidated financial state-
ments and the reparted amounts of revenues and expenses
during the reporting period. Significant items subject to such
estimates and assumptions include the carrying amount of
property and equipment and intangibles, inventories, the
valuation of assets and liabilifies in the purchase price alloca-
tion for business combinations and deferred income tax assets
and the determination of deferred revenue under the Compa-
ny's frequent shopper progrom.

(x) Sales Tax Policy
The Company's revenues in the consolidated statement of
operations are net of sales laxes.

ly} Foreign Currency Translation

Assets and liabilities of the Company’s foreign operations
with functional currencies other than the US Dollar are trans-
lated ot the exchange rate in effect at the balance sheet date,
while revenues and expenses are translated at average rates
prevailing during the years. Translation adjustments are
reported in accumulated other comprehensive income, a
separate component of stockholders’ equity.

(z) Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS 157, “Fair
Value Measurements.” SFAS 157 defines fair value, estab-
lishes a framework for measuring fair value under GAAP,
and expands disclosures about fair value measurements.

SFAS 157 emphasizes that fair value is a market-based
measurement, not an entity-speciFic measurement, and states
that a fair value measurement should be determined based
on assumptions that market participants would use in pricing
the asset or liability. The Company is required to adopt SFAS
157 in the first quarter of 2008. The implementation of SFAS
157 is not expected fo have a material effect on the Compa-
ny’s financial statements.

(3) BUSINESS ACQUISITION

On April 2, 2006, the Company acquired all of the out-
standing shares of The Bear Factory Limited (Bear Factory), a
stuffed animol retailer in the United Kingdom, and Amsbra
Limited {Amsbra}, the Company’s former UK. franchisee
[collectively, the U.K. Acquisition). The results of the U.K.
Acquisition operations have been included in the consolidaled
financial slatements since that date. In conjunction with those
transactions, we obtained 40 [unoudited] retail locations in
the United Kingdom and Ireland. The aggregote cash pur-
chase price for the U.K. Acquisition was $39.6 million,
excluding cash acquired of $0.3 million. In addition to the
cash purchase price, the Company had previously advanced
$4.5 million to Amsbra as a note receivable. The amount of
this note receivable and the related accrued interest is a
component of the purchase price.

The following table summarizes the estimated fair values
of the assets acquired and liabilities assumed at the date of
acquisition {in thousands):

Current assets $ 7.750
Property and equipment 6,192
Goodwill 35,641

Intangibles and other assets 1,824
Tolal assets acquired 51,407
Current liabilities assumed (9,357)
Total purchase price $42,050

The following unaudited pro forma summary presents the
Company's revenue, net income, basic earnings per share
and diluted earnings per share as if the U.K. Acquisition had
occurred on January 2, 2005 {in thousands, except per share
data}:

Fiscal Fiscal

2006 2005
Revenue $446,140  $404,057
Net income 27,735 21,189
Basic earnings per common share: $ 138 § 107
Diluted earnings per common share: $ 136 3 105

Pro forma adjustments have been made fo reflect depreci-
ation and amortization using estimated asset values
recognized after applying purchase accounting adjustments.
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This pro forma information is presented for informational
purposes only and is not necessarily indicative of actuol
results had the acquisition been effected ot the beginning of
the respective periods presented, and is not necessorily
indicative of future results.

(4) COMPREHENSIVE INCOME

Comprehensive income for fiscal 2007, fiscal 2006 ond fiscal
2005 was $23.6 million, $34.7 million and $27.3 million,
respectively. Differences between comprehensive income and
net income resulted from foreign currency translation adjust-
ments.

(5} PROPERTY AND EQUIPMENT

Property and equipment consist of the following {in
thousands):

There was no tax-deductible goodwill as of
December 29, 2007 or December 30, 2006.

{7) OTHER INTANGIBLE ASSETS

Other intangible assets consist of the following (in thousands}:

2007 2006
Trademarks, customer relationships and other
intellectual property $8,947 $8,078
Key money deposits 2,198 -
less accumulated amortization 7,129 5,818
Total, net $4,016 $2,260

Trademarks and intellectual property are amorfized over
three to ten years. Amortfizalion expense related to trademarks
and intellectual property was $0.9 million, $1.4 million and
$0.9 million in 2007, 2006 and 2005, respectively. Esti-
mated amortization expense related to other intangible assets

Dece;g:; 2, Dece;gae; 30, as of December 29, 2007, tor each of the years in the sub-
tond s 2261 s 2261  sequent five year period and thereakter is: 2008 — $1.1
Fumiture and fixtures 39:198 33938  million; 2009 — $0.6 million; 2010 — $0.1 million;
Computer hardware 21,572 15649 2011 — 0-and 2012— 0.

Building 14,970 14,970 Trademarks and customer relationships acquired in the
Leasehold improvements 139917 V22043 K, Acquisifion were $1.1 million at cost.
Computer software 14,906 12,988
Construction in progress 3,179 2,200
236,003 204,049 {8) ACCRUED EXPENSES
Less accumulated depreciation 96,162 73702 Accrued expenses consist of the following (in thousands):
$139,841 $130,347
2007 2006
For 2007, 2006, and 2005, depreciation expense was Accrued wages, bonuses and related S 3555 § 3559
- g A . expenses E ;
$24.9 million, $20.5 million and $16.4 million, respectively. Sales fox paysble 6,660 5384
o OWILL Current income faxes payable 681 6,482
{6} GOO Accrued rent ond reloted expenses 4,543 B76
515439 $16,301

On April 2, 2006, the Company acquired all of the out-
standing shares of The Bear Factory Limited {Bear Factory), a
stuffed animal retailer in the United Kingdom, and Amsbra
Limited {Amsbra}, the Company’s former UK. franchisee
(collectively, the U.K. Acquisition}. The purchase was
recerded in accordance with SFAS No. 141, “Business
Combinations” and is reported as a component of the
Company’s retail segment. The following table summarizes
the Company’s goodwill (in thousands}:

UK Acquisition $37127
Acqguisition costs 1,005
Severance costs 785

38,917
Effect of foreign currency transtation 3,410

Balance as of December 30, 2006 $42,327

Purchase price adjustments (245)

Effect of foreign currency translation 758
Balance as of December 29, 2007 $42,840

{9) INCOME TAXES

The components of the provision for income taxes are as fol-
lows (in thousands}:

2007 2006 2005
Current:
Federal $11,484 $15660 $15770
State 1,868 2,156 2,584
Foreign 2,043 2,220 780
Deferred:
Federal (2,345) {1,282 (1,757)
State (350) (1) (278)
Foreign {186) 298 ~
Income tax expense $12,514 318,933 §17,099
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A reconciliation between the statutory federal income tax
rate and the effective income tax rate is as follows (in
thousands):

2007 2006 2005

Income before income taxes $35,023  $48,423 $44,413
Statutory federal income tax rate 35% 35% 35%

Income tax expense at

statutory federal rate 12,258 16,948 15,545

State income laxes, net of

federal tax benefit 987 1,325 1,498
Valuation allowance on net

operating loss carryforwards (181) 435 -
Other items, net (550) 225 56

Income tax expense 512,514 $18,933 $17,099
Effective tox rate 35.7% 39.1% 38.5%

Temporary differences that gave rise to deferred income
tax assets and liabilities are as follows {in thousands):

2007 2006
Deferred income tax assets:
Deferred revenue $ 4,751 $ 3,529
Accrued rents 3,734 3,409
Deferred compensation 1,010 829
Intangible assets 1,483 1,283
Stock compensation 181 234
Accrued severance — 207
Net operafing loss carryforwards 254 435
Other 499 223
11,912 10,149
Less: Valuation allowance 254 435
Total deferred income tax assets 11,658 @714
Deferred income tax liabilities:
Depreciotfion {4,930} {6,001)
Other {523} {389}
Tota! deferred income tax liabilities (5,453) (6,390
Net deferred income tax asset $ 6205 § 3,324

The Company has net operating loss carryforwards in
foreign jurisdictions which do not expire. However, it is more
likely than not that some porfion of the related deferred tax
asset will not be realized. Therefore, a valuation allowance of
$0.3 million and $0.4 was recorded at December 29, 2007
and December 30, 2006.

The Company adopted the provisions of Financial Stan-
dards Accounting Board Interpretation No. 48 Accounting for
Uncertainty in Income Taxes an interpretation of FASB Stale-
ment No. 109 [FIN 48) on December 31, 2006. As a result
of the implementation of FIN 48, the Company did not record
an adjustment in the liability for unrecognized income tax
benefits. A reconciliation of the beginning and ending omount
of unrecognized tax benefits is as follows {in thousands):

Balance as of December 31, 2006 $1,207
Additions based on tax positions related to fiscal 2007 36

Balance as of December 29, 2007 $1,243

The amount of unrecognized tax benefits as of
December 30, 2006 included approximately $1.2 million of
uncertain tax benefits and other items. As of December 29,
2007 and December 30, 2006, approximately $1.2 million
and $1.2 million respectively, of the unrecognized tax bene-
fits would impact the Company's provision for income toxes
and effective tax rate if recognized.

The Company recognizes interest and penalties related to
uncertain tax positions in income tax expense. There is
approximately $0.2 million and $0.1 million of accrued inter-
est reloted to uncertain tax positions as of December 29,
2007 and December 30, 2006, respectively.

The Compony's income before income taxes from domes-
tic and foreign operations [which include the UK, Canada,
France and Ireland}, are as follows (in thousands):

2007 2006 2005
Domestic $30,966 $44,649 $42,733
Foreign 4,057 3774 1,680
Total $35,023 $48,423 $44,413

The following tax years remain open in the Company’s
maijor taxing jurisdictions as of December 29, 2007:

U.S. {Federadi} 2004 through 2007
UK. 2006 through 2007
Canado 2004 through 2007
France 2007
Ireland 2007

The Company's fiscal 2005 federal tax return is currently
under audit by the IRS. Management does nol believe that this
will result in @ material adjustment.

No provision has been made for fiscal 2007, fiscal
2006 or fiscal 2005 for U.S. federal income taxes that would
be payable if the undistributed earnings of the foreign sub-
sidiaries were distributed to the Company as management
has defermined that the earnings are permanently reinvested
in these foreign operations. Determination of the amount of
unrecognized deferred U.S. income tax liabilifies and foreign
tax credits, if any, is not practicable at this time.

{10) LONG-TERM DEBT

On June 19, 2007, the Company amended its previous line
of credit with a bank increasing their borrowing capacity from
$15 million to $30 million. The amended line of credit has an
effective date of june 19, 2007 with a maturity date of Sep-
tember 30, 2008. Borrowings under the amended line of
credit {the credit agreement) are not collateralized, but avail-
ability under the credit agreement can be limited by the
lender based on the Company's levels of accounts receivable,
inventory, and property and equipment. The credit ogreement
requires the Company to comply with certain financial
covenants, including maintaining a minimum tangible net
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worth, maintaining a minimum fixed charge coverage ratio (as
defined in the credit agreement} and not exceeding a max-
imum funded debt to earnings before interest, depreciation
and amortization rafio. The credit agreement also places cer-
tain restrictions on indebtedness, liens, guarantees,
redemptions, mergers, acquisitions or sale of assets, loans,
fransactions with affiliates, and investments. It also prohibits the
Company from declaring dividends without the bank’s prior
consent, unless such payment of dividends would not violate
any ferms of the loan agreement. Borrowings bear interest at
the Company’s opfion of prime minus 1.0% or LIBOR plus
1.5%. There was no outstanding balance under the credit
agreement at December 29, 2007 other than a standby letter
of credit for $1.1 million. Giving effect to this standby letter of
credit, there was $28.9 million available for borrowing under
the credit agreement at December 29, 2007.

(11) COMMITMENTS AND CONTINGENCIES

{a) Operating Leases

The Company leases its retail stores, web Rulfiliment site,
and corporate offices under agreements which expire at vari-
ous dates through 2023. The majority of leases contain
provisions for base rent plus contingent payments based on
defined sales. Total office and retuil store base rent expense
was $45.2 million, $40.5 million and $23.8 million, and
contingent rents were $1.8 million, $1.5 million, and $1.8
million for 2007, 2006, and 2005, respectively.

Future minimum lease payments ot December 29, 2007,
were as follows {in thousands):

2008 $ 53,927
2009 55,727
2010 54,578
2011 50,957
2012 46,064
Subsequent to 2012 161,705

$422,958

(b) Litigation

In the normal course of business, the Company is subject
to certain claims or lawsuits. Management is nol aware of any
claims or lawsuits that will have a material adverse effect on
the consolidated financial position or results of operations of
the Company.

{12) EARNINGS PER SHARE

The following table sets forth the computation of basic and
diluted earnings per share (in thousands, except share and
per share date):

2007 2006
22509 $ 29,490 §

2005
27,314

Net income $

Weighted average
number of
common shares
outstanding

Effect of dilutive
securities:
Stock options
Restricted stock

20,256,847 20,169,814 19,735,067

141,355
50,591

236,316
62,125

420,280
74,631

Weighted average
number of
common shares
outstanding —
dilutive 20,448,793

20,468,255 20,229,978

Earnings per share:
Basic: $ 111§ 1.46 3§ 1.38

Diluted 5 1.10 $ 1.44 § 1.35

In caleulating diluted earnings per share for fiscal 2007,
options to purchase 137,85¢& shares of common stock were
outstanding at the end of the period, but were not included in
the computation of diluted earnings per share due to their anti-
dilutive effect. An additional 328,784 shares of restricted
common stock were outstanding at the end of the period, but
excluded from the calculation of diluted earnings per share
due to their anti-dilutive effect under provisions of Statement of
Financial Accounting Stondards No. 128, Earnings per Share.

In calculating diluted earnings per share for fiscal 2006,
options to purchase 166,588 shares of common stack were
outstanding at the end of the period, but were not included in
the computation of diluted earnings per share due to their anti-
dilutive effect.

In calculating diluted earnings per share for fiscal 2005,
options to purchase 173,560 shares of common stock were
outstanding at the end of the period, but were not included in
the computation of diluted earnings per share due to their anti-
dilutive effect. An additional 51,750 shares of restricted
common stock were outstanding at the end of the period, but
excluded from the calculation of diluted earnings per share
due to their anti-dilutive effect.

(13) STOCK INCENTIVE PLANS

On April 3, 2000, the Company adopted the 2000 Stock
Option Plan {the Plan). In 2003, the Company adopted the
Build-A-Bear Workshop, Inc. 2002 Stock Incentive Plan, and,
in 2004, the Company adopted the Build-A-Bear Workshop,
Inc. 2004 Stock Incentive Plan [collectively, the Plans).

Under the Plans, as amended, up to 3,700,000 shares of
common stock were reserved and may be granted to employ-
ees and nonemployees of tha Company. The Plan allows for
the grant of incentive stock cptions, nonqualified stock
options, and restricted stock.
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Options granted under the Plan expire no laler than 10 years
from the date of the grant. The exercise price of each
incentive stock option shall not be less than 100% of the fair
value of the stock subject fo the opfion on the date the option
is granted. The exercise price of the nonqualified opfions shall

be determined from fime to time by the compensation commit-
tee of the board of directors {the Committee]. The vesting
provision of individual options is at the discretion of the
Committee and generally ranges from one to four years.

{a) Stock Options

The following table is a summary of the balance and activity for the Plans related to stock options for the periods presented:

Weighted Aggregate
Weighted Average Intrinsic
Number of Average Remaining Valuve
Shares Exercise Price  Contractual Term  {in thousands)
Outstanding, January 1, 2005 1,039,408 $ 6.52
Granted:
Exercise price less than fair market value 218,292 3273
Exercised 475,970 576
Forfeited 13,107 28.87
Outstanding, December 31, 2005 768,623 14.06
Exercised 208,957 7.23
Forfeited 30,472 25.46
Qutstanding, December 30, 2006 529,200 16.10
Exercised 74,442 7.48
Forfeited 33,877 33.07
Quistanding, December 29, 2007 420,881 16.25 4.8 $2,006
Options Exercisable As Of:
December 29, 2007 420,881 16.25 4.8 $2,006

The total intrinsic value of options exercised in fiscal 2007,
fiscal 2006 and fiscal 2005 was approximately $1.4 million,
$4.3 million and $10.5 million, respectively. The Company
generally issues new shares to safisfy option exercises.

Shares available for future option, non-vested stock and
restricted stock grants were 1,463,119 and 1,649,731 at the
end of 2007 and 2006, respectively.

{b) Restricted Stock

The following table is a summary of the balance and
activity for the Plans related to unvested restricted stock
granted as compensation to employees and directors for the
periods presented:

Weighted

Average
Number of  Grant Date
Shores Fair Value
Outstanding, December 31, 2005 82,946 $32.37
Granted 230,702 29.01
Vested 43,122 30.59
Forfeited 43,3462 20.27
Qutstanding, December 30, 2006 227,164 29.88
Granted 259,622 26.28
Vested 78,430 28.81
Forfeited 29,406 28.25
Qutstanding, December 29, 2007 378,950 27.77

On September 19, 2001, the Company issued 40,982
shares of contractually restricted common stock fo two officers
of the Company in exchange for nonrecourse promissory notes
totaling $0.3 million that bear interest at 4.82% per annum.
Both principal and interest were due September 2006. On
November 24, 2004, the Company collected all outstanding
principal and interest related to 20,491 shares of this
restricted stock. On September 19, 2006, the Company col
lected all outstanding principal and interest on the remaining
20,291 shores of this restricted stock. The collection of these
funds removed all remaining restrictions from those shares.

In March 2005, the Company granted 51,750 shares of
restricted, non-vested stock to certain executives of the Com-
pany. The shares vest ratably over a four year period from the
date of grant if a certain net income level is achieved by the
Company in fiscal 2005 and the executives remain employed
by the Company over the vesting period. The executives are
entitled to vote these restricted shares and will be eligible for
parlicipation in any dividends declared during the vesting
period. The net income level required for vesling was ach-
ieved in fiscal 2005. Under the provisions of APB Opinion
No. 25 and related interpretations, the compensation related
to these shares was adjusted to the market value of the
Company’s common stock as of December 31, 2005, the
date the performance condition was satisfied. During 2005,
1,000 shares of the non-vested stock were forleited by an
executive due to the cessation of the executive’s employment



BUILD-A-BEAR WORKSHOP, INC.

2007 FORM 10K

Notes to Consclidated Financial Statements {continued)

with the Company. In July 2005, 1,000 shares of non-vested
stock were issued under the same terms as the March 2005
grant noted above to a new executive who joined the Com-
pany. At December 31, 2005, the total fair value of these
restricted stock grants was approximately $1.5 million. During
fiscal 2005, the Company recorded compensation expense of
approximaiely $0.6 million related 1o these restricted stock
grants. The 51,750 shares of non-vested stock were excluded
from the calculation of diluted earnings per share because the
achievement of the specified net income level was not known
until the end of fiscal 2005. These non-vested shores have
been included in the calculation of diluted earnings per share
beginning Janvary 1, 2006.

During 2005, an additional 31,196 shares of non-vested
stock were gronted to various members of the Company's
board of directors as compensation for services. The shares
were issued subject to a restriction of continued service on the
board of directors, and all restrictions lapse over a period
from one 1o three yeors from the grant date. The weighted
average grant dote foir value of these non-vested shares was
$28.95 per share.

During 2006, 195,040 shares of non-vested restricted
stock were granted to employees of the Company. The shares
vest over a period of 4 years from the grant date at a grant
date fair value of $29.14. An additional 28,321 shares of
non-vested stock were granted to various members of the
Company's board of directors as compensation for services,
The shares were issued subject to a restriction of continued
service on the board of directors and all restrictions lapse over
a period of one fo three year from the grant date. In Sep-
tember 2006, a one time discrefionary grant of 4,941 shares
of restricted stock were granted to an executive of the Com-
pany for continued valued contributions to the Company and
vest over a period of one year from the grant date. In May
2006, 2,400 shares of restricted stock were granted o a
newly hired employee. The shares vest over a period of four
years from the grant date.

During 2007, 200,828 shares of non-vested restricted
stock were granted to employees of the Company, including
6,400 shares to employees in the UK. The shares vest over a
pericd of 4 years from the grant date at a grant date fair
value of $27.45. Grant date fair value for the UK grant was
$27.28. An additional grant of 8,400 shares was made to
employees in the UK who were employed at the time of the
acquisition, as no grants were made to UK employees in
2006. These shares vest over a period of 3 years from the
grant date ot a grant date fair value of $27.82. Various
members of the Company’s board of directors were granted
an additional 26,994 shares of non-vested restricted stock as
compensation for services. The shares were issued subject to
a restriction of continued service on the board of directors and
all restrictions lapse one year from the grant date. In 2007,
discretionary grants of 5,800 shares of restricted stock were
granted to several executives of the Company for continued

valued contributions to the Company and vest over a period
of four years from the grant date. In fiscal 2007, 17,600
shares of restricted stock were granted to newly hired employ-
ees. The shares vest over a period of four years from the grant
date.

The aggregate unearned compensation expense related
to restricted stock was $7.2 million as of December 29,
2007 . Based on the vesting provisions of the underlying
equily instruments, future compensation expense related to
previously issued restricted stock at December 29, 2007 was
as follows {in thousands):

2008 329N
2009 2,383
2010 1,587
2011 315

$7.196

The outstanding restricted and non-vested stock is
included in the number of ouistanding shores on the face of
the consolidaled balance sheets, but is treated as outstanding
stock oplions for accounting purposes. The shares of restricted
and non-vested stock, accounted for as options, are included
in the calculation of diluted earnings per share using the
treasury stock method, with the proceeds equal to the sum of
unrecognized compensation cost and amounts to be collected
from the outstanding loans related to the restricted stock,
where applicable.

(c) Associate Stock Purchase Plan

in October 2004, the Company adopted an Associate
Stock Purchase Plan [ASPP). Under the ASPP, substantially all
fulltime employees are given the right to purchose shares of
the Company's common stock, subject to certain limitations, at
85% of the lesser of the fair market value on the purchase
date or the beginning of each purchase pericd. Up to
1,000,000 shares of the Company’s common stock are avail-
able for issuance under the ASPP. The employees of the
Company purchased 30,105 shares at $17.38 per share
through the ASPP during fiscal 2007 and 34,488 shares at
$20.00 per share during fiscal 2006. The expense recorded
related to the ASPP during fiscal 2007 and 2006 was
determined using the Black-Scholes option pricing model and
the provision of FASB Technical Bulletin 97-1, Accounting
under Statement 123 for Certain Employee Stock Purchase
Plans with a Lock-Back Option (FTB 97-1}, as amended by
SFAS 123R. The assumptions used in the oplion pricing model
for fiscal 2007 were: |} dividend yield of 0%; (b) volatility of
50%; {c} risk-ree interest rale of 6.0%; and {d) an expected
life of 0.25 years. Prior to the adoption of SFAS 123R, the
ASPP was considered noncompensatory and no expense was
recorded in the consolidated statement of operations. The
assumptions used in the option pricing model for fiscal 2006
were: (o) dividend yield of 0%; (b} volatility of 20%; {c) risk-
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free interest rate of 6.0%; and (d) an expected life of 0.25
years. Prior to the adoption of SFAS 123R, the ASPP was
considered noncompensatory and no expense was recorded
in the consolidated statement of cperations.

{14) STOCKHOLDERS’ EQUITY

The following table summarizes the changes in outstanding
shares of common stock for fiscal 2005, 2006 and 2007:

Commen
Stock
Shares as of January 1, 2005 19,557,784
Shares issued under employee stock plans, net of
shares withheld in lieu of tax withholding 562,871
Shares as of December 31, 2005 20,120,655
Shares issued under employee stock plans, net of
shares withheld in lieu of tax withholding 416,766
Shares as of December 30, 2006 20,537,421
Shares issued under employee stock plans, net of
shares withheld in lieu of tox withholding 315,436
Repurchase of shares (176,500)
Shares as of December 29, 2007 20,676,357

{15} EMPLOYEE BENEFIT PLANS

401(k) Savings Plan

During 2000, the Company established a defined con-
tribution plan that conforms to IRS provisions for 401k} plans.
The Build-A-Bear Workshep, Inc. Employees Savings Trust
covers associates who work 1,000 hours or more in a year
and have attained age 21. The Company, at the discrefion of
its board of directors, can provide for @ Company match on
the first 6% of employee deferrals. For 2007, 2006, and
2005, the Company provided a maich of 30% on the first 6%
of employee deferrals totaling $0.3 million, in each fiscal
year. The Company match vests over a five-year period.

{16} RELATED-PARTY TRANSACTIONS

The Company bought fixtures for new stores and furniture for
the corporate offices from a related party. The total payments
to this related party for fixtures and furniture amounted to
$2.5 million, $2.7 million and $3.3 million, in 2007, 2006,
and 2005, respectively. The total due to this related party as
of December 29, 2007 ond December 30, 2006 was $-0-
and $0.1 million, respectively.

The Company made charitable contribufions of $0.8 mil-
lion, $1.0 million and $0.8 million in 2007, 2006 and 2005,
respectively, to charitoble foundations controlled by the execu-
tive officers of the Company. The total due to the charitable
foundations as of December 2%, 2007 and December 30,
2006 was $0.1 million and $0.2 million, respectively.

{17) INVESTMENT IN AFFILIATE

The Company holds @ minority interest in RidemakerZ, LLC,
which is accounted for under the equity method. RidemakerZ
is an earlystage company that has developed an interactive
retail concept that allows children and families to build and
customize their own personalized cars. In 2006, the Com-
pany invested $0.6 million, which represented an ownership
interest of approximately 10%. The Company invested an
additional $2.4 million is 2007. The Company also entered
into a series of agreements whereby the Company agreed to
perform advisory and operafional support services for
RidemakerZ in exchange for additional equity. The Company
received $1.2 million in equity in exchange for support serv-
ices provided in fiscal 2007. The Company also purchased o
call option from a group of other RidemakerZ investors for
$150,000 for 1.25 million RidemakerZ common units at an
exercise price of $1.25 per unit. The call option was immedi-
ately exercisable and expires April 30, 2012. Simultaneously,
the Company granted a put option to the same group of
investors for 1.25 million common units at an exercise price of
$0.50 per unit. The put option is exercisable on April 30,
2008 and expires on April 30, 2012. As of December 29,
2007, the investment in RidemakerZ was approximately $4.3
million, which represented an ownership interest of approx-
imately 20%. Due to the structure of the Company’s
investment in RidemakerZ, no income or loss allocations were
recorded in 2007 or 2006. Under the current agreements,
Build-A-Bear Workshop, Inc. could own up to approximately
30% of fully diluted equity in RidemakerZ,

As of December 29, 2007 and December 30, 2006,
outstanding receivables from RidemakerZ were $0.8 miltion
and $-0-, respectively.

{18) MAJOR VENDORS

Three vendors accounted for approximately 84%, 83%, and 86%
of inventory purchases in 2007, 2006, and 20035, respectively.

(19) SEGMENT INFORMATION

The Company’s operations are conducted through three report-
able segments consisting of retail, international franchising,
and licensing and entertainment. The retail segment includes
the operating activilies of company-owned stores in the United
States, Canada, the United Kingdom, ireland, France and
other retail delivery operations, including the Company’s web
store and non-raditional store locations such as baseball
ballparks. The international franchising segment includes the
licensing activities of the Company’s franchise agreements
with store locations in Europe, outside of France, Asia,
Australia and Alfrica. The licensing and entertainment segment
has been established to market the naming and branding
rights of the Company's intellectual properties for third party
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use. These operating segments represent the basis on which revenue, different capital structures and different cost strue-
the Company’s chiet operating decision-maker regularly eval- tures. The reporting segments follow the same accounting
uates the business in assessing performance, determining the policies used for the Company’s consolidated financials
allocation of resources and the pursuit of future growth oppor- statements.

tunities. The operating segments have discrete sources of

Following is a summary of the financial information for the Company's reporting segments (in thousands):

International  Licensing &

Retail Franchising  Entertainment Total

Fiscal 2005

Net sales to external customers $358,901 31,976 $ 932 $361,809

Net income before income taxes 43,764 119 530 44,413

Capital expenditures 30,987 46 50 31,083

Depreciation and amortization 17,039 552 1 17,592
Fiscal 2006

Net sales to external customers 432,572 3,521 979 437,072

Net income before income taxes 46,161 1,794 468 48,423

Capital expenditures 52,525 34 18 52,577

Depreciation and amortization 21,683 699 12 22,394
Fiscal 2007

Net sales to external customers 468,168 3,577 2,616 474,361

Net income befare income taxes 31,032 1,888 2,103 35,023

Capital expenditures 36,902 333 - 37,235

Depreciation and amortization 25,788 493 11 26,292
Total Assets as of:

December 29, 2007 $334,040 $3,671 $1,820 $339,531

December 30, 2006 $294,816 $9,279 $1,075  $305,170

The Company's reportable segments are primarily determined by the types of products and services that they offer. Each
reportable segment may operate in many geographic areas. The Company dllocates revenues to geographic areas based on the
location of the customer or franchisee. The following schedule is a summary of the Company’s sales to external customers and
long-lived assets by geographic area [in thousands):

North
Americall  Euvropel?  Otherfd) Total

Fiscal 2005

Net sales to external customers $359,615 % 471 $1,723  $361,809

Property and equipment, net 89,924 - 49 89,973
Fiscal 2006

Net sales to external customers 400,833 32,717 3,522 437,072

Property and equipment, net ) 115,779 14,549 19 130,347
Fiscal 2007

Net sales to external customers 411,781 59,003 3,577 474,361

Property and equipment, net 120,145 19,687 9 139,841

(1) North America includes the United States, Canada and Puerto Rico
{2) Europe includes ¢company-owned stores in the United Kingdom, Ireland and France
(3) Cther includes franchise businesses outside of the Uinited States, Canada, the United Kingdom, Ireland and France

(20) SUBSEQUENT EVENT open market (including through 10b5-1 trading plans), in

On March 10, 2008, the Company announced @ $50 million privately negotiated transactons, or through an accelerated
share repurchélse pro;;rcm of outstanding common stock over repurchase transaction with the level and timing of activity
the next 12 months. The program was authorized by the depending on market conditions, other investment oppor-

. . . tunities and other factors. Purchases may be increased,
Company's board of directors. Purchases may be made in the ; . ; . )
decreased or discontinued at any time without notice.
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(a}{2} Financial Statement Schedules
No additional Financial Statement Schedules are filed as
a part of this report pursuant to ltem 8 and ltem 15{d).

{al(3) Exhibits.
The following is a list of exhibits filed as a part of the
annual report on Form 10-K:

Exhibit
Number Description

2.1 Agreement and Plan of Merger dated April 3,
2000 between Build-A-Bear Workshop, L.L.C. ond
the Registrant (incorporated by reference from
Exhibit 2.1 to our Registration Statement on Form
51, filed on August 12, 2004, Registration
No. 333-118142)

3.1 Third Amended and Restated Cerfificate of
Incorporation (incorporated by reference from
Exhibit 3.1 of our Current Report on Form 8K,
filed on November 11, 2004)

32 Amended and Restated Bylaws {incorporated by
reference from Exhibit 3.4 to our Registration
Statement on Form $-1, filed on August 12, 2004,
Registration No. 333-118142)

4.1 Specimen Stock Certificate (incorporated by
reference from Exhibit 4.1 to Amendment No. 3 to
our Regisiration Statement on Form S-1, filed on
Qctober 1, 2004, Registration No. 333-118142)

4.2 Stock Purchase Agreement by and among the
Registrant, Catterton Partners IV, L.P., Catterton
Fartners IV Offshore, L.P. and Catterton Partners [V
Special Purpose, L.P. and the Purchasers named
therein dated as of April 3, 2000 [incorporated
by reference from Exhibit 4.2 to our Registration
Statement on Form 5-1, filed on August 12, 2004,
Registration No. 333-118142)

4.3 Stock Purchase Agreement by and among the
Registrant and the other Purchasers named therein
dated as of September 21, 2001 [incorporated by
reference from Exhibit 4.3 to our Registration
Statement on Form S-1, filed on August 12, 2004,
Registration No. 333-118142)

4.4 Amended and Restated Registration Rights
Agreement, dated September 21, 2001 by and
among Registrant and certain stockholders named
therein {incorporated by reference from Exhibit 4.5
to our Registration Statement on Form S-1, filed on
August 12, 2004, Registration No. 333-118142]

10.1* Build-A-Bear Workshop, Inc. 2000 Stock Option
Plan {incorporated by reference from Exhibit 10.1
to our Registration Statement on Form S-1, filed on
August 12, 2004, Registration No. 333-118142)

10.1.1*

10.1.2*

10.2*

10.2.1*

10.2.2*

10.3*

10.3.1%

10.3.2*

10.3.3*

Form of Incentive Stock Option Agreement under
the Build-A-Bear Workshop, Inc. 2000 Stock
Option Plan (incorporated by reference from
Exhibit 10.1.1 1o Pre-Effective Amendment No. 3
to our Registrafion Statement on Form $-1, filed on
October 1, 2004, Registration No. 333-118142)
Farm of Nonqualified Stock Option Agreement
under the Build-A-Bear Warkshop, Inc. 2000 Stock
Option Plan {incorporated by reference from
Exhibit 10.1.2 to Pre-Effective Amendment No. 3
to our Registration Statement on Form S-1, filed on
October 1, 2004, Registration No. 333-118142)
Build-A-Bear Workshop, Inc. 2002 Stock Incentive
Plan, as amended (incorporated by reference from
Exhibit 10.2 to our Registration Statement on Form
51, filed on August 12, 2004, Regisiration

No. 333-118142)

Form of Managerlevel Incentive Stock Option
Agreement under the Build-A-Bear Workshop, Inc.
2002 Stock Option Plan (incorporated by
reference from Exhibit 10.2.1 to Pre-Effective
Amendment No. 3 to our Registration Statement
on Form 51, filed on October 1, 2004,
Registration No. 333-118142)

Form of Nonqualified Stock Option Agreement
under the Build-A-Bear Workshop, Inc. 2002 Stock
Option Plan {incorporated by reference from
Exhibit 10.2.2 to Pre-Effective Amendment No. 3
to our Registration Statement on Form S-1, filed on
October 1, 2004, Registration No. 333-118142)
Build-A-Bear Workshop, Inc. 2004 Stock Incentive
Plan (incorporated by reference from Exhibit 10.3
to Pre-Effective Amendment No. 3 to our
Registration Statement on Form S$-1, filed on
October 1, 2004, Registration No. 333-118142)
Form of Incentive Stock Option Agreement under
the Build-A-Bear Workshop, Inc. 2004 Stock
Incentive Plan (incorporated by reference from
Exhibit 10.3.1 to Pre-Effective Amendment No. 3
to our Registration Statement on Form S-1, filed on
October 1, 2004, Registration No. 333-118142)
Form of Director Nonqualified Stock Option
Agreement under the Build-A-Bear Workshop, Inc.
2004 Stock Incentive Plan {incorporated by
reference from Exhibit 10.3.2 to Pre-Effective
Amendment No. 3 to our Registration Statement
on Form 5-1, filed on October 1, 2004,
Registration No. 333-118142)

Model Incentive Stock Option Agreement Under
the Registrant's 2004 Stock Incentive Plan
lincorporated by reference from Exhibit 10.3.3 to
Pre-Efective Amendment No. 5 to our Registration
Statement on Form S-1, filed on October 12,
2004, Registration No. 333-118142)




BUILD-A-BEAR WORKSHOP, INC.

2007 FORM 10K

Exhibits {continued)

‘ 10.3.4*
10.3.5*

10.3.6%

10.4*

10.4.1*

10.5*

i0.5.1*

10.5.2*

10.6*

Form of Employee Nonqualified Stock Option
Agreement under the Registrant’s 2004 Stock
Incentive Plan {incorporated by reference from
Exhibit 10.3.4 to Pre-Effective Amendment No. 5
to our Registration Statement on Form 51, filed on
October 12, 2004, Registration No. 333-118142)
Form of the Restricted Stock Agreement under the
Registrant's 2004 Stock Incentive Plan
(incorporated by reference from Exhibit 10.3.5 to
Pre-Effective Amendment No. 5 to our Registration
Statement on Form S-1, filed on October 12,
2004, Registration Mo, 333-118142)

Amended and Restated Build-A-Bear Workshop,
Inc 2004 Stock Incentive Plan {incorporated by
reference from Exhibit 10.1 on our Current Report
on Form 8K, filed on August 1, 2006)
Employment, Confidentiality and Noncompete
Agreement dated May 1, 2004 between Maxine
Clark and the Registrant (incorporated by refer-
ence from Exhibit 10.4 to Pre-Effective Amendment
No. 2 to our Registration Statement on Form S-1,
filed on September 20, 2004, Registration

No. 333-118142)

First Amendment dated February 22, 2006 to the
Employment, Confidentiality and Noncompete
Agreement dated May 1, 2004 between Maxine
Clark and the Registrant (incorporated by reference
from Exhibit 10.4.1 to our Annual Report on

Form 10K for the year ended December 31, 2005)
Employment, Confidentiality and Noncompete
Agreement dated April 13, 2004 between Barry
Erdos and the Registrant (incorporated by refer-
ence from Exhibit 10.5 to Pre-Effective Amendment
No. 2 to our Registration Statement on Form S-1,
filed on September 20, 2004, Registration

No. 333-118142)

First Amendment dated February 22, 2006 to the
Employment, Confidentiality and Noncompete
Agreement dated April 13, 2004 between Barry
Erdos and the Registrant (incorporated by reference
from Exhibit 10.5.1 1o our Annual Report on

Form 10K for the year ended December 31, 2005)
Separation Agreement and General Release by
and between Build-A-Bear Workshop, Inc. and
Barry Erdos dated January 5, 2007, incorporated
by reference to Build-A-Bear Workshop, Inc. Form
8K filed on January 5, 2007, Exhibit 10.1
Employment, Confidentiality and Noncompete
Agreement dated March 7, 2004 between Tina
Klocke and the Registrant {incorporated by refer-
ence from Exhibit 10.6 to Pre-Effective Amendment
No. 2 to aur Registration Statement on Form §-1,
filed on September 20, 2004, Registration

No. 333-118142)

10.6.1*

10.7*

10.7.1*

10.8*

10.8.1*

10.8.2*

10.9*

10.9.1*

First Amendment dated February 22, 2006 to the
Employment, Confidentiality and Noncompete
Agreement doted March 7, 2004 between Tina
Klocke and the Registrant (incorporated by reference
from Exhibit 10.6.1 to our Annual Report on

Form 10K for the yeor ended December 31, 2005)
Employment, Confidentiality and Noncompete
Agreement dated July 9, 2001 between John
Burtelow and the Registrant (incorporated by
reference from Exhibit 10.7 to Pre-Effective
Amendment No. 2 to our Registration Statement
on Form $-1, filed on September 20, 2004, Regis-
tration No, 333-118142)

First Amendment dated March 28, 2005 to
Employment, Confidentiality and Noncompete
Agreement dated July 9, 2001 between John
Burtelow and the Registrant {incorporated by
reference from Exhibit 10.1 to our Current Report
on Form 8K, filed on April 1, 2005)

Employment, Confidentiality and Noncompete
Agreement dated as of March 7, 2004 between
Scott Seay and the Registrant {incorporated by
reference from Exhibit 10.8 to Pre-Effective
Amendment No. 2 to our Registration Statement
on Form 5-1, filec on September 20, 2004, Regis-
fration No. 333-118142)

First Amendment dated February 22, 2006 to the
Employment, Confidentiality and Noncompete
Agreement dated March 7, 2004 between Scott
Seay and the Registrant {incorporated by reference
from Exhibit 10.8.1 to our Annucl Report on

Form 10K for the year ended December 31, 2005)
Second Amendment to the Employment, Con-
fidentiality, and Mon-Compete Agreement
between Build-A-Bear Workshop, Inc. and Scof
Seay dated January 5, 2007, incorporated by
reference to Buiid-A-Bear Workshop, Inc. Form 8K
filed January 5, 2007, Exhibit 10.2

Employment, Confidentiality and Noncompete
Agreement dated September 10, 2001 between
Teresa Kroll and the Registrant {incorporated by
reference from Exhibit 10.9 to Pre-Effective
Amendment No. 2 to our Registration Statement
on Farm $-1, filed on September 20, 2004, Regis-
tration No, 333-118142)

First Amendment dated February 22, 2006 to the
Employment, Confidentiality and Noncompete
Agreement dated September 10, 2001 between
Teresa Kroll and the Registrant (incorporated by
reference from Exhibit 10.9.1 to our Annual
Report on Form 10K for the year ended
December 31, 2005)
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10.10*

10.11

10.11.1

10.11.2

10.12

10.13

Form of Indemnification Agreement between the
Registrant and its directors and executive officers
(incorporated by reference from Exhibit 10.11 to
our Registration Statement on Form -1, filed on
August 12, 2004, Regisiration No. 333-118142)
Third Amendment to Loan Documents among the
Registrant, Shirts lllustrated, LLC, Build-A-Bear
Workshop Franchise Holdings, Inc., Build-A-Bear
Entertainment, LLC, Build-A-Bear Retail Manage-
ment, LLC {incorporated by reference from

Exhibit 10.12 to our Registration Statement on
Form S-1, filed on August 12, 2004, Registration
No. 333-118142)

Fifth Amendment to Loan Documents among the
Registrant, Shirts lllusirated, LLC, Build-A-Bear
Workshop Franchise Holdings, Inc., Build-A-Bear
Entertainment, LLC, Build-A-Bear Retail Manoge-
ment, LLC (incorporated by reference from Exhibit
10.1 of our Current Report on Form 8K, filed on
July 10, 2006)

Sixth Amendment to Loan Documents between
Build-A-Bear Workshop, Inc., Build-A-Bear Work-
shop Franchise Holdings, Inc. Build-A-Bear
Entertainment, LLC, Build-A-Bear Retail Manage-
ment, Inc., and Build-A-Bear Workshop UK
Holdings Ltd., as borrowers, Build-A-Bear Work-
shop Canadg, ltd. and US Bank National
Association, as lender entered into on and effec-
tive as of on June 19, 2007 incorporated by
reference to Build-A-Bear Workshop, Inc. Form 8-K
filed on june 20, 2007, Exhibit 10.1

Third Amended and Restated Loan Agreement
between the Registrant, Shirts lllustrated, LLC,
Build-A-Bear Workshop Franchise Holdings, Inc.,
Build-A-Bear Entfertainment, LLC, and Build-A-Bear
Retail Manogement, Inc., as borrowers, and U.S.
Bank National Association, as Lender, entered into
on September 27, 2005 with an effective date of
May 31, 2005 (incorporated by reference from
Exhibit 10.1 to our Current Report on Form 8K,
filed on October 3, 2005)

Second Amended and Restated Revolving Credit
Note dated May 31, 2005 by the Registrant,
Shirts lllusirated, LLC, Build-A-Bear Workshop
Franchise Holdings, Inc., Build-A-Bear Entertain-
ment, LLC, and Build-A-Bear Retail Management,
Inc., as Borrowers, in favor of U.S. Bank National
Associafion (incorporated by reference from
Exhibit 10.2 to our Current Report on Form 8K,
filed on October 3, 2005}

10.14*

10.15*

10.16*

i0.17*

10.18*

10.19*

10.20

10.20.1

10.20.2¢1

Restricted Stock Purchase Agreement dated April
3, 2000 by and between Maxine Clark and the
Registrant (incorporated by reference from Exhibit
10.16 to our Registration Statement on Form $-1,
filed on August 12, 2004, Registration

No. 333-118142)

Secured Promissory Note of Maxine Clark in favor
of the Registrant, dated April 3, 2000
lincorporated by reference from Exhibit 10.17 to
our Registration Statement on Form S-1, filed on
August 12, 2004, Registration No. 333-118142)
Repayment and Stock Pledge Agreement dated
April 3, 2000 by and between Maxine Clark and
the Registrant {incorporaled by reference from
Exhibit 10.18 to our Registrafion Statement on
Form §-1, filed on August 12, 2004, Registration
No. 333-118142)

Restricted Stock Purchase Agreement dated
September 19, 2001 by and between Tina Klocke
and the Registrant {incorporated by reference from
Exhibit 10.22 to our Registration Statement on
Form S-1, filed on August 12, 2004, Registration
No. 333-118142)

Secured Promissory Note of Tina Klocke in favor
of the Registrant, dated September 19, 2001
(incorporated by reference from Exhibit 10.23 to
our Registration Statement on Form 5-1, filed on
August 12, 2004, Registration No. 333-118142)
Repoyment ond Stock Pledge Agreement dated
September 19, 2001 by and between Tina Klocke
and the Registrant {incorporated by reference from
Exhibit 10.24 to our Regisiration Statement on
Form 5-1, filed on August 12, 2004, Registration
No. 333-118142)

Public Warehouse Agreement dated April 5,
2002 between the Registrant and JS Logislics,
Inc., as amended {incorporated by reference from
Exhibit 10.25 1o our Registration Statement on
Form 51, filed on August 12, 2004, Registration
No. 333-118142)

Second Amendment dated June 16, 2005 o the
Public Warehouse Agreement dated April 5, 2002
between the Registrant and S Warehousing, Inc.
(incorporated by reference from Exhibit 10.2 1o our
Quarterly Report on Form 10-Q for the fiscal
quarter ended on April 2, 2005)

Second Amendment dated June 16, 2005 to the
Public Warehouse Agreement dated April 5, 2002
between the Registrant and JS Warehousing, Inc.
{incorporated by reference from Exhibit 10.2 to our
Quarterly Report on Form 10-Q for the fiscal
quarter ended July 2, 2005}
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10.21

10.21.1

10.21.2

10.21.3¢

10.22¢

10.23

10.24

10.25

10.26

Agreement for Logistics Services dated os of
February 24, 2002 by and among the Registrant
and HA logistics, Inc. {incorporated by reference
from Exhibit 10.26 to our Registration Statement
on Form $-1, filed on August 12, 2004,
Registration No. 333-118142)

Letter Agreement extending Agreement for
Logistics Services between HA Logisfics, Inc. and
the Registront dated March 22, 2005
{incorporated by reference from Exhibit 10.3 to
our Quarterly Report on Form 10-Q for the fiscal
quarter ended April 2, 2005)

Letter Agreement extending Agreement for
Logistics Services between HA Logistics, Inc. and
the Registrant dated May 3, 2005 (incorporated
by reference from Exhibit 10.4 to our Quarterly
Report on Form 10-Q for the fiscal quarter ended
April 2, 2005)

Letter Agreement dated June 7, 2005 amending
the Agreement for Logistics Services dated
February 24, 2002 by and among the Regisirant
and HA logistics, Inc. (incorporated by reference
from Exhibit 10.1 to our Quarterly Report on Form
10-Q for the fiscal quarter ended July 2, 2005)
Lease Agreement dated as of June 21, 2001
between the Registrant and Walt Disney World
Co. [incorporated by reference from Exhibit 2.1 of
our Registration Statement on Form $-1, filed on
August 12, 2004, Registration No. 333-118142)
Amendment and Restatement of Sublease dated as
of June 14, 2000 by and between NewSpace,
Inc. and the Registrant {incorporated by reference
from Exhibit 10.28 to our Registratian Statement
on Form 3-1, filed on August 12, 2004,
Registration No. 333-118142)

Lease dated May 5, 1997 between Smart Stuff,
Inc. ond Hycel Partners |, L.P. {incorporated by
reference from Exhibit 10.29 to our Registration
Statement on Form S-1, filed on August 12, 2004,
Registration No. 333-118142)

Agreement dated October 16, 2002 between the
Registrant and Hycel Properties Co., os amended
(incorporated by reference from Exhibit 10.30 to
our Registration Statement on Form 5-1, filed on
August 12, 2004, Registration No, 333-118142)
Letter Agreement dated Seplember 30, 2003
between the Registrant and Hycel Properties Co.
{incorporated by reference from Exhibit 10.30.1 to
Pre-Effective Amendment No. 5 1o our Registration
Statement on Form $-1, filed on October 12,
2004, Registration No. 333-118142)

10.27

i0.28

10.29

10.30

10.31

10.32

10.33

10.34

10.35

Construction Manaogement Agreement dated
November 10, 2003 by and between the
Registrant and Hycel Properties Co. {incorporated
by reference frem Exhibit 10.31 to our
Regisiration Statement on Form 5-1, filed on
August 12, 2004, Registration No. 333-118142)
Agreement dated July 19, 2001 between the
Registrant and Adrienne Weiss Company
{incorporated by reference from Exhibit 10.32 to
our Registration Statement on Form -1, filed on
August 12, 20044, Registration No. 333-118142)
Lease between 5th Midtown LLC and the
Registrant dated July 21, 2004 (incorporated by
reference from Exhibit 10.33 to Pre-Effective
Amendment No. 1 to our Registration Statement
on Form §-1, filed on September 10, 2004,
Registration No. 333-118142)

Exclusive Patent License Agreement dated March
12, 2001 by and between Tonyco, Inc. and the
Registrant [incorporated by reference from Exhibit
10.34 to Pre-EHective Amendment No. 2 to our
Registration Statement on Form $-1, filed on Sep-
tember 20, 2004, Registration No. 333-118142)
Standord Form Industrial Building Lease dated
August 28, 2004 between First Industrial, L.P. and
the Registrant {incorporated by reference from
Exhibit 10.35 to Pre-EHective Amendment No. 4 to
our Registration Statement on Form S-1, filed on
QOctober 5, 2004, Registration No. 333-118142)
Loan Agreement by and between Amsbra, Ltd., as
Borrower, and Build-A-Bear Workshop Franchise
Holdings, Inc., as Lender, entered into on October
4, 2005 with an effective date of September 26,
2003 (incorporated by reference from Exhibit
10.1 to our Current Report on Form 8-K, filed on
October 11, 2005)

Revolving Credit Note by Amsbra, Ltd., as
Borrower, in favor of Build-A-Bear Workshop
Franchise Holdings, Inc., dated as of September
26, 2005 {incorporated by reference from Exhibit
10.2 to our Current Report on Form 8-K, filed on
October 11, 2005)

Debenture dated October 11, 2005 by and
between Amsbra, ltd. and Build-A-Bear Workshop
Franchise Holdings, Inc. {incorporated by
reference from Exhibit 10.3 1o our Current Report
on Form BXK, filed on October 11, 2005)

Facility Construction Agreement dated December 22,
2005 between the Registrant and Duke Construction
Limited Partnership {incorporated by reference from
Exhibit 10.35 to our Annual Report on Form 10K for
the year ended December 31, 2005)
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10.36

10.37*

10.38

10.39

10.40*

10.41

* Management contract or compensatory plan or arrangement,

Real Estate Purchase Agreement dated December
19, 2005 between Duke Realty Ohio and the
Registrant (incorporated by reference from Exhibit
10.34 to our Annual Report on Form 10K for the
year ended December 31, 2005)

Description of Board Compensation for Non-
Management Directors effective November 10,
2005 {incorporated by reference from Exhibit
10.1 from our Current Report on Form 8K, filed
on November 14, 2005)

Share Purchase Agreement dated March 3, 2006
between the Hamleys Group Limited, Build-A-Bear
Workshop UK Haldings Limited and The Bear
Factory Limited {incorporated by reference from
Exhibit 10.38 to our Annual Report on Form 10K
for the year ended December 31, 2005}

Sale and Purchase Agreement doted March 3,
2006 between the Registrant, Build-A-Bear
Waorkshop UK Holdings Limited, the selling
shareholders of Amsbra, Ltd. and Andrew Mackay
{incorporated by reference from Exhibit 10.39 to
our Annual Report on Form 10K for the year
ended December 31, 2005)

Employment, Confidentiality, and Non-compete
Agreement between Build-a-Bear Workshop, Inc.
and Paul Bundonis dated Janvary 16, 2007,
incorporated by reference to Build-A-Bear
Workshop, Inc. Form 8K filed on January 18,
2007, Exhibit 10.1

Rules of the Build-A-Bear Workshop, Inc. UK.
Share Option Scheme, incorporated by reference
to Build-A-Bear Workshop, Inc. Form 8K filed on
February 9, 2007, Exhibit 10.1

10.42

11.1

13.1

31.2

321

322

Nongudlified Deferred Compensation Plan
{incorporated by reference from Exhibit 10.42 to
our Annual Report on Form 10K, filed on

March 15, 2007}

Statement regarding computation of earnings per
share {incorporated by reference from Note 12 of
the Registrant's audited consolidated financial
statements included herein)

Annual Report to Shareholders for the Fiscal Year
Ended December 30, 2006 [The Annual Report,
except for those portions which are expressly
incorporated by reference in the Form 10K, is
furnished for the information of the Commission
and is not deemed filed os part of the Form 10K}
List of Subsidiaries of the Registrant {incorporated
by reference from Exhibit 21.1 to our Annual
Report on Form 10K for the year ended
December 30, 2006}

Consent of KPMG LLP

Rule 13a-14{a)/15d-14{0) certification {pursuant
to Section 302 of the Sarbanes-Oxley Act of
2002, executed by the Chief Executive Bear)
Rule 13a-14{a)/15d-14{a) certification {pursuant
to Section 302 of the Sarbanes-Oxley Act of
2002, executed by the Chief Financial Bear)
Section 1350 Certification {pursuant to Section
906 of the Sarbanes-Oxley Act of 2002, executed
by the Chief Executive Bear)

Section 1350 Certification [pursuant to Section
Q06 of the Sarbanes-Oxley Act of 2002, executed
by the Chief Financial Bear)

t Confidential treatment requested as to cerfain portions filed separately with the Securities and Exchange Commission



BUILD-A-BEAR WORKSHOP, INC. 2007 FORM 10K

SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

BUILD-A-BEAR WORKSHOP, INC.

[Registrant)
By: /$/ MAXINE CLARK By: /5/ TiINA KLOCKE
Maxine Clark Tina Klocke
Chief Executive Bear Chief Financial Bear, Treasurer and Secretary

Date: March 13, 2008

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below constitutes and appoints
Maxine Clark and Tina Klocke, and each of them, his or her true and lawful attorneys-infact and agents, with full power of
substitution and resubstitution, for him or her and in his or her name, place and stead, in any and all capacities to sign the
Annual Report on Form 10K of Build-A-Bear Workshop, Inc. {the “Company”} for the fiscal year ended December 29, 2007
and any other documents and instruments incidental thereto, together with any and all amendments and supplements thereto, to
enable the Company to comply with the Securities Act of 1934, as amended, and any rules, regulations and requirements of the
Securities and Exchange Commission in respect thereof, and fo file the same, with all exhibits thereto, and other documents in
connection therewith, with the Securities and Exchange Commission, granting unto said attorneys-infact and agents, and each of
them, full power and authority to do and perform each and every act and thing requisite or necessary to be done in and about
the premises, as fully to all intents and purposes as he might or could do in person, hereby ratifying and confirming all that said
aftorneys-in-fact and agents and/or any of them, or their or his substitute or substitutes, may lowfully do or cause to be done by
virtue hereof.

Signatures Title Date

/s/  Mary Lou Frata Director March 13, 2008
Mary Lou Fiala

/s/  JAMES M. Goulp Director March 13, 2008
lames M. Gould

/s/ lous M. Mucc Director March 13, 2008
Louis M. Mucci

/s/  Willam REISLER Director March 13, 2008
William Reister

/5/ COLEMAN PETERSON Director March 13, 2008
Colemaon Peterson

/s/ JOAN RYaN Director March 13, 2008
Joan Ryan

/s/ MaxINE CLARK Chief Executive Bear and Chairman of the Board March 13, 2008
Maxine Clark {Principat Executive Officer)

/s/ _TiNa Kiocke Chief Financial Bear, Treasurer and Secretary March 13, 2008
Tina Klocke {Principal Financial and Accounting Officer)
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Build-A-Bear Workshop, Inc.
1954 Innerbelt Business Center Drive
St. Louis, Missouri 63114

April 8, 2008

Dear Stockholders:

You are cordially invited to attend the Annual Meeting of Stockholders of Build-A-Bear Workshop, Inc. to be held at the Saint
louis Science Center, May Hall, 5050 Oakland Avenue, St. Louis, Missouri 63110 on Thursday, May 8, 2008, at
10:00 a.m. Central Time. For your reference, directions for our annual meeting site are provided at Appendix A to this proxy
statement.

At the meeting, you will be asked to elect three Directors, ratify the appointment of KPMG LLP as our independent registered
public accounting firm for our current fiscal year, and transact such other business as may properly come before the meeting.

The formal Notice of Annual Meefing of Stockholders and proxy statement accompanying this letier provide detailed
information concerning matters to be considered and acted upon at the meeting. Your vote is important. | urge you to vote as
soon as possible, whether or not you plan to attend the annual meeting. You may vote via the Internet, as well as by telephone or
by mailing the proxy card. Please review the instructions with the proxy card regarding each of these voting options.

Thank you for your continued support of, and interest in, Build-A-Bear Workshop. | look forward to seeing you at the annual
meeting.

Sincerely,

Thadone Uik

Maxine Clark
Chairman and Chief Executive Bear




Build-A-Bear Workshop, Inc.
1954 Innerbelt Business Center Drive
5t. Louis, Missouri 63114

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
May 8, 2008

The 2008 Annual Meefing of Stockholders of BUILD-A-BEAR WORKSHOP, INC,, a Delaware corporation (the “Company”
or “Build-A-Bear Workshop”], will be held at the Saint Louis Science Center, May Hall, 5050 Ouakland Avenue, St. Louis,
Missouri 63110, on Thursday, May 8, 2008, at 10:00 a.m. Central Time, to consider and act upen the following matters:

1. to elect three Directors;

2. to ratify the appointment of KPMG LLP as the Company’s independent registered public accounting firm for the Compa-
ny’s current fiscal year; and

3. to transact such other business as may properly come before the meeting or any adjournments thereof.

Only stockholders of record ot the close of business on March 28, 2008 {the “Record Date”) are entitled to notice of and to
vole at the annual meeting. At least ten days prior fo the meeting, a complete list of stockholders entitled to vote will be available
for inspection by any stockholder for any purpose germane to the meeting, during ordinary business hours, at the office of the
Secretary of the Company at 1954 Innerbelt Business Center Drive, St. Louis, Missouri 63114. As a stockholder of record, you
are cordially invited to attend the meefing in person. Regardless of whether you expect to be present at the meeting, please either
{i) complete, sign and date the enclosed proxy and mail it promptly in the enclosed envelope, or [ii} vote electronically via the
Internet or telephone as described in greater detail in the proxy statement. Returning the enclosed proxy, voting electronically, or
voting telephonically will not affect your right to vote in person if you attend the meeting.

By Order of the Board of Directors

T Ulorha

Tina Klocke
Chief Financial Bear, Treasurer and Secretfary

EVEN THOUGH YOU MAY PLAN TO ATTEND THE MEETING IN PERSON, PLEASE VOTE BY TELEPHONE OR
THE INTERNET, OR EXECUTE THE ENCLOSED PROXY CARD AND MAIL IT PROMPTLY. A RETURN ENVELOPE
{WHICH REQUIRES NO POSTAGE IF MAILED IN THE UNITED STATES) IS ENCLOSED FOR YOUR CONVENIENCE.
TELEPHONE AND INTERNET VOTING INFORMATION IS PROVIDED ON YOUR PROXY CARD. SHOULD YOU
ATTEND THE MEETING IN PERSON, YOU MAY REVOKE YOUR PROXY AND VOTE IN PERSON.
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BUILD-A-BEAR WORKSHOP, INC.
1954 Innerbelt Business Center Drive
St. Louis, Missouri 63114

2008 ANNUAL MEETING OF STOCKHOLDERS

PROXY STATEMENT

This proxy statement is furnished in connection with the sclicitation of proxies by the Board of Directors of Build-A-Bear Work-
shop, Inc., a Delaware corporation (the “Company”), to be voted at the 2008 Annual Meeting of Stockholders of the Company
and any adjournment or postponement of the meeting. The meeting will be held ot the Saint Louis Science Center, May Hall,
5050 Oakland Avenue, St. Louis, Missouri 63110, on Thursday, May 8, 2008, at 10:00 a.m. Central Time, for the purposes
contained in the accompanying Notice of Annual Meeling of Stockholders and in this proxy statement. For your reference, direc-
tions for our annual meeting site are provided at Appendix A to this proxy statement.

ABOUT THE MEETING

Why Did | Receive This Proxy Statement?
Because you were a stockholder of the Company as of March 28, 2008 [the “Record Date”) and are entitled to vote at the
annual meeting, the Board of Directors is soliciting your proxy to vote at the meeting.

This proxy statement summarizes the information you need to know to vote at the meeting. This proxy statement and form of
proxy were first mailed to stockholders on or about April 8, 2008.

What Am 1 Voting On?
You are voting on two items:
{a} the election of three Directors; and

(b) the ratification of KPMG LLP as the Company’s independent registered public accounting firm for fiscal 2008.

How Do | Vote?
Stockholders of Record: If you are a stockholder of record, there are four ways to vote:
* by toll4ree telephone at 1-866-540-5760;

¢ by Internet at http://www.proxyvoting.com/bbw;
* by completing and returning your proxy card in the postage-paid envelope provided; or

* by written ballot at the meeting.

Street Name Holders: Shares which are held in a brokerage account in the name of the broker are said to be held in “street
name.” If your shares are held in street name you should follow the voting instructions provided by your broker. You may com-
plete and return a voting instruction card to your broker, or, in many cases, your broker may afso allow you to vote via the
telephone or Internet. Check your proxy card for more information. If you hold your shares in street name and wish to vote at the
meeting, you must obtain a legal proxy from your broker and bring that proxy to the meeting.

Regardiess of how your shares are registered, it you complete and properly sign the accompanying proxy card ond return it
to the address indicated, it will be voted as you direct.

What is the Deadline for Voting via Internet or Telephone?
Internet and telephone voting for stockholders of record is available through 11:59 p.m. Eastern Time on Wednesday, May 7,
2008 (the day before the annual meeting).

What Are the Voting Recommendations of the Board of Directors?
The Board recommends the following votes:
{a} FOR election of each of the three nominees as Directors; and
{b) FOR ratification of the appeintment of KPMG LLP as independent registered public accounting firm for fiscal 2008.




Unless you give contrary instructions on your proxy card, the persons named as proxy holders will vote your shares in
accordance with the recommendations of the Board of Directors.

Will Any Other Matters Be Voted On?

We do not know of any other matters that will be brought before the stockholders for a vote at the annual meeting. If any other
matter is properly brought before the meeting, your signed proxy card gives authority to Maxine Clark and Tina Klocke to vote
on such matters in their discretion.

Who Is Entitled to Vote of the Meeting?

Only stockholders of record at the close of business on the Record Date are entitled to receive notice of and to participate in the
annual meeting. If you were a stockholder of record on that date, you will be enfitled to vote all of the shares that you held on
that date at the meeting, or any postponements or adjournments of the meeting.

How Many Votes Do | Have?
You will have one vote for every share of Build-A-Bear Workshop common stock you owned on the Record Date.

How Many Votes Can Be Cast by All Stockholders?
20,099,488, consisting of one vote for each share of Build-A-Bear Workshop common stock cutstanding on the Record Date.
There is no cumulative voting.

How Many Votes Must Be Present fo Hold the Meeting?

The holders of a majority of the aggregate voting power of Build-A-Bear Workshop common stock outstanding on the Record
Date, or 10,049,745 votes, must be present in person, or by proxy, at the meeting in order fo constitute o quorum necessary fo
conduct the meeting.

If you vote, your shares will be part of the quorum. Abstentions and broker non-votes will be counted in determining the
quorum. A broker non-vote occurs when a bonk or broker holding shares in streel name submits a proxy that states that the
broker does not vote for some or all of the proposals because the broker has not received instructions from the beneficial owners
on how o vote on the proposals and does not have discretionary authority to vote in the absence of instructions.

We urge you to vote by proxy even if you plan to attend the meeting so that we will know as soon as possible that a quorum
has been achieved.

What Vote Is Required to Approve Each Proposal?

In the election of Directors, the affirmative vote of a plurality of the votes present in person or by proxy and entitled to vote at the
meeting is required. A proxy that has properly withheld authority with respect to the election of one or more Directors will not be
voted with respect to the Director or Directors indicated, aithough it will be counted for the purposes of defermining whether there
is a quorum,

For the proposal to ratify the appointment of KPMG LLP as the Company’s independent registered public accounting firm, the
dffirmative vote of the holders of a majority of the shares represented in person or by proxy and entitled to vote on the proposals
will be required for approval. An abstention with respect to these proposals will be counted for the purposes of determining the
number of shares entitled to vote that are present in person or by proxy. Accordingly, an abstention will have the effect of a “no”
vote.

If o broker indicates on the proxy that it does not have discretionary autherity as to certain shares to vote on a particular
matter, those shares will not be considered as present and entitled to vote with respect to the matter.

Can | Change My Vote?

Yes. Just send in a new proxy card with a later dote, or cast a new vote by telephone or Internet, or send o written notice of
revocation to the Company’s Corporate Secretary at the address on the cover of this proxy siatement. Also, if you attend the
meeting and wish to vole in person, you may request that your previously submitted proxy not be used.

How Can | Access the Company’s Proxy Materials and Annual Report Electronically Online?

This proxy statement and the 2007 annual report are available in the Investor Relafions section of the Company’s website, which
can be accessed at http://ir.buildabear.com by selecting the “Financial Reports” section. ‘We encourage you to enroll at
www.bnymellon.com/shareowner/isd in order to receive future proxy statements and annual reports electronically, instead of
receiving copies of next year's proxy statement and annual report by mail. By eleciing to receive these documents electronically,
you will save the Company the cost of producing and maifing paper copies of these documents. If you enroll to receive the




documents electronically, beginning in 2009 you will receive only a proxy card and business reply envelope in the mail. The
proxy card you receive will instruct you to visit http://ir.buildabear.com to view our annual report and proxy statement.

Who Can Attend the Annual Meeting?

Any Build-A-Bear Workshop stockholder as of the Record Date may attend the meeting. If you own shares in street name, you
should ask your broker or bank for a legal proxy to bring with you to the meeting. If you do not receive the legal proxy in fime,
bring your most recent brokerage statement so that we can verify your ownership of our stock and admit you to the meeting.
However, you will not be able o vote your shares at the meeting without o legal proxy.

If you return o proxy card without indicating your vote, your shares will be voted as follows: (i) FOR the three nominees for
Director named in this proxy statement; (i) FOR ratification of the appointment of KPMG LEP as the independent registered public
accounting firm for the Company for fiscal 2008; and (iv) in accordance with the recommendation of management on any other
matter that may properly be brought before the meeting and any adjournment of the meeting.

Proof of ownership of Build-A-Bear Workshop stock, as well as a 'valid form of personal identification [with picture), must be
presented in order to attend the annual meeting.

What is “Householding” of Proxy Materials?

The Securities and Exchange Commission {"SEC”) has adopted rules that permit companies and intermediaries such as brokers to
satisfy delivery requirements for proxy statements with respect to two or more stockholders sharing the same address by deliver-
ing a single proxy statement addressed to those stockholders. This process, which is commonly referred to as “householding,”
potentially provides extra convenience for stockholders and cost savings for companies. The Company and some brokers house-
hold proxy materials, defivering o single proxy statement to multiple stockholders sharing an address unless contrary instructions
have been received from one or more of the affected stockholders. The Company will deliver, promptly upon request, o separate
copy of the proxy statement o any stockholder who is subject to householding. You can request a separate proxy statement by
writing to the Company at Build-A-Bear Workshop, Inc., Attention: Investor Relations, 1954 Innerbelt Business Center Drive, St.
Louis, Missouri 63114 or by calling the Company at {314} 423-8000. Once you have received notice from your broker or the
Company that they are or we will be householding materials to your address, householding will continue until you are notified
otherwise or until you revoke your consent. If, at any time, you no longer wish to participate in householding and would prefer to
receive o separate proxy statement in the future, or if you currently receive multiple proxy statements and would prefer to partic-
ipate in householding, please notify your broker if your shares are held in a brokerage account or the Company if you hold
registered shares. You can notify the Company by sending a written request to Build-A-Bear Workshop, Inc., Attention: Investor
Relations, 1954 Innerbelt Business Center Drive, St. Louis, Missouri 63114 or by calling the Company at {314) 423-8000.

Who Pays for the Solicitation of Proxies?

The Company has hired the firm of Mellon Investor Services t& solicit proxies for this meeting for a fee estimated at $6,500 plus
reimbursement for reasonable and customary outof-pocket expenses. The Company will bear the cost of the solicitation of prox-
ies for the meeting. Brokerage houses, banks, custedians, nominees and fiduciaries are being requested to forward the proxy
material to beneficial owners and their reasonable expenses therefor will be reimbursed by the Company. Solicitation will be
made by mail and also may be made persondlly or by telephone, facsimile or other means by the Compeny’s officers, Directors
and employees, without special compensation for such activities.




VOTING SECURITIES

On the Record Date, there were 20,099,488 outstanding shares of the Company’s common stock {referred to herein as
“shares”).

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table shows the beneficial ownership of the Company’s shares as of March 28, 2008 [unless otherwise noted) by
(i) each person known by the Company to own beneficially more than five percent {5%) of the outstanding shares, {ii} each Direc-
tor and Director nominee of the Company, (il each executive officer of the Company named in the Summary Compensation
Table {the “Named Executive Officers”), and (iv] all executive officers and Directors of the Company as a group. The table
includes shares that may be acquired within 60 days of March 28, 2008 upon the exercise of stock options by employees or
outside Directors and shares of restricted stock. Unless otherwise indicated, each of the persons cr entities listed below exercises
sole voting and investment power over the shares that each of them beneficially owns. Except as indicated below, the address of
each person or entity listed is ¢/o Build-A-Bear Workshop, Inc., 1954 Innerbelt Business Center Drive, St. Louis, Missouri 63114.
For the beneficial ownership of the stockholders owning five percent or more of the shares, the Company relied on publicly
available filings and representations of the stockholders.

Amount and Nature of
Shares of Common Stock

Name of Beneficial Owner Beneficiolly Owned!'7¥18  Percentage of Class
Maxine Clark and affiliatest) 2,942,933 14.5%
Kennedy Capital Manogement Inc.i2) 2,804,477 14.0%
Barney Ebsworthi3 1,947,264 Q7%
Boren Capital Group, Inc.i# 1,161,400 5.8%
Luther King Capital Management Corporation! 1,049,050 5.2%
Coleman Petersonié) 16,375 *
lames M. Gould? 10,822 *
William Reisler(® 12,572 *
Louis Muccit?! 12,843 v
Mary Lou Fialal'@ 12,586 *
Scott Seay(il) 73,317 *
Tina Klocket12: 183,151 *
Teresa Krolli13! 28,688 *
Paul Bundonis!4 12,961 *
Joan Ryanl3) 15,320 *
All Directors and executive officers as a group {11 persons]i'él 3,321,568 16.3%

" Less than 1.0%.

{1} Represents 25,569 shares owned directly by Ms. Clark, 37,402 shares owned indirectly through her husband, 103,711 shares of restricted stock, and
2,623,783 shores held by Smart Stuff, Inc. Ms. Clark controls the voting and/or investment power for the shares held by Smart Suff, Inc. as its president and
sole stockhalder. Smart S1u, Inc. was issued membership interests in the pradecessor entity to the Company in 1997 in conjunction with the original founding of
the business by Ms. Clark. Also includes options to purchase 152,468 shares.

{2) Represents 2,804,477 shares held by Kennedy Capital Management {“Kennedy"), which is located at 10829 Olive Blvd., St. Louis, Missouri 63141. All
information regarding ownership by is based solely on a Schedule 13G/A filed by Kennedy on February 13, 2008.

{3] Represents 4,573 shares of common stock owned directly by Mr. Ebsworth, 1,942,691 shares held indirectly through The Barney A, Ebsworth Living Trust
dated July 23, 1986. Mr. Ebsworth exercises voting and/or investment powers for the shares held by The Bamey A. Ebsworth Living Trust dated July 23, 1986,
as trustee of the trust, All information regarding ownership by Mr. Ebsworth and the Bamey A. Ebsworth Living Trust dated July 23, 1986 is based solely on o
Schedule 13G/A filed by Mr. Ebsworth on February 13, 2008. Mr. Ebsworth is a Director Emeritus.

(4} Represents 1,161,400 shares held jointly by Baron Capitak Group, Inc. ["BCG*), a holding company; BAMCO, Inc. {"BAMCO"], an invastment advisor; Baron
Small Cap Fund ["BSC"), an investment company; and Robert Baron, an individual. The principol address of aach filer is 767 Fifth Avenue, New York, New
York 10153. Each of these filers has shared voting and investment power over the shares owned. All information regarding ownership by is based solely on a
Form 13G filing filed jointly by Baron on February 14, 2008.

(3) Represents 1,049,050, shares held by Luther King Capital Management Corparation {"Luther King"], which is focated at 301 Commerce Sireet, Suite 1600,
Fort Worth, Texas 76102. All information regarding ewnership by is based solely on a Schedule 13G/A filed by Luther King on Janvary 18, 2008.

[6) Represents 10,209 shares of common stock and 6,164 shares of restricted stock.

7} Represents 6,323 shares of common stock and 4,499 shares of restricted stock.

[8] Represents 8,073 shares of common stock and 4,499 shares of restricted stock.

[9) Represents 8,344 shares of common stock and 4,499 shares of restricted stock.

(10) Represents 8,087 shares of common stock and 4,499 shares of restricted stock.

(11) Represents 9,534 shores of common stock, 50,376 restricted shares, and options 1o purchase 13,407 shares of common stock.

{12) Represents 46,746 shores of common stock {including 300 shares owned by Ms. Klocke's spouse and 200 shares held in trust for the benefit of Ms. Klocke's
children), 27,905 restricted shares, and options to purchase 108,500 shares of comman stock.




o

(13) Represents 3,876 shares of common stock, 8,312 restricted shares, and options to purchase 16,500 shares of common stock,

(14] Represents 1,539 shares of common stock and 11,422 shares of resiricted stock. [On January 5, 2007, Mr. Bundonis was promoted to Chiel Waorkshop Bear
and served in this position until March 2008),

{15} Represents 7,487 shares of common stock and 7,833 shares of restricted stock.

{16} The 11 individuals listed in the chart include all Directors and executive officers who own a total of 235,387 restricted shares and options to purchase a fotal of
290,875 shares of common stock. Shares owned by Mr. Ebsworth, a Director Emeritus, are not included.

(17} No Director or Named Executive Officer beneficially owns shares that are pledged as security.
{18} Share numbers include restricted stock granted to Numed Executive Officers on March 20, 2008 at a closing price of $8.84.

PROPOSAL I. ELECTION OF DIRECTORS

The Company’s Board of Directors presently has seven members, divided into three classes as nearly equal in number as possi-
ble. The classes have staggered three-year terms, As a result, only one class of Directors is elected at each annual meeting of our
stockholders. Maxine Clark, Mary Lou Fiala and Louis Mucci are Class | Directors, and their terms will expire at the 2008 annual
meeting. Coleman Peterson and William Reisler are Class Il Directors, and their terms will expire at the 2009 annual meeting.
James M. Gould and Joan Ryan are Class Il Directors, and their terms will expire at the 2010 annual meeting. Currently, all our
Directors hold office until the annual meeting of stockholders at which their term expires or until their successors are duly elected
and qualified.

Under our Corporate Governance Guidelines, a Director may not stand for election or reelection after reaching the age of
70. As such, Barney Ebsworth, age 72, did not stand for re-election at the 2006 Annual Meeting, and serves the Company as
Director Emeritus.

A Director Emeritus is not permitted to vote on matters brought before the Board of Directors or any Board committee and is
nol counted for the purposes of determining whether a quorum of the Board or o Board commitiee is present. See “Director
Compensation Policies” for a discussion of Director Emeritus compensation.

The Nominating and Governance Committee {the “Governance Committee”) of the Board of Directors has nominated the
Class | Directors, Maxine Clark, Mary Lou Fiala and Louis Mucci, to be reelected to serve until the 2011 annual meeting of
slockholders or until their successors are duly elected and qualified.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE “FOR” THE NAMED NOMINEES,

Proxies cannot be voted for a greater number of persons than the number of nominees named herein. Unless otherwise specified,
all proxies will be voted in favor of the three nominees listed herein for election as Directors.

The Board has no reason to expect that any of the nominees will be unable to stand for election on the date of the meeting
or for good cause will not serve. If a vacancy occurs among the original nominees prior to the meeting, the proxies will be voted
for a substitute nominee named by the Boord of Directors and for the remaining nominees. Directors are elected by a plurdlity of
the votes present in person or by proxy and entitled to vote at the meeting.



DIRECTORS

Set forth below are the names, ages, positions and brief accounts of the business experience for each of our Directors as of
March 28, 2008.

CLASS | DIRECTORS — UP FOR RE-ELECTION

Maxine Clark, 59, has been our Chief Executive Bear since she founded the Company in 1997. She
was our President from our inception in 1997 to April 2004, and has served as Chairman of our
Board of Directors since our conversion to a carporation in April 2000, She was initially elected to
our Board of Directors pursuant to the terms of o stockholders” agreement which terminated upon the
closing of the Company’s initial public offering in 2004. Ms. Clark was re-elected of our 2005
Annual Meeting of Stockholders. Prior to founding Build-A-Bear Workshop, Ms. Clark was the Presi-
dent of Payless ShoeSource, Inc. from November 1992 until January 1996. Before joining Payless,
Ms. Clark spent over 19 years in various divisions of The May Department Stores Company in areas
including merchandise development, merchandise planning, merchandise research, marketing and
product development. Ms. Clark is a member of the Board of Directors of The J.C. Penney Com-
pany, Inc. and Chairman of its Governance Committee. She also serves on the Board of Trustees of
Washington University in St. Louis and on the Board of Directors of Barnes-Jewish Hospital in St.
Louis. Ms. Clark is Chair of Teach for America-St. Louis. She is also a member of the Committee of
200, an organization for women entrepreneurs around the world. Ms. Clark hos a bachelor's
degree from the University of Georgia.

Mary lou Fiala, 56, was originally appointed to the Board at a regular Board meeting on January
26, 2005, and then she was re-elected at our 2005 Annual Meeting of Stockholders. Since 1998,
Ms. Fiala has served as President and Chief Operating Officer of Regency Centers Corporation, o
real estate investment trust specializing in the ownership and operation of grocery anchored shop-
ping centers. In her role as President and Chief Operating Officer, Ms. Fiala is responsible for the
operational management of Regency's retail centers nationwide. Prior to working with Regency, Ms.

. Fiola served as Managing Director of Security Capital Global Strategic Group Incorporated, where
she was responsible for the development of operating systems for the firm’s retailrelated initiatives.
Previously, she also served as Senior Vice President and Direcior of Stores for Macy's East/
Federated Department Stores, Inc. Before her fenure at Macy’s, Ms. Fiala was Senior Vice President
of Henri Bendel and Senior Vice President and Regional Director of stores for Federated’s Burdine’s
Division. Ms. Fiala is o past Board member of Pacific Retail Trust and City Center Retail. She is a
current member of the Board of Trustees for the International Council of Shopping Centers, and
Board of Directors of the Regency Centers Corporation and Stir Crazy, Inc., a privately held restou-
rant chain. Ms. Fiala earned a bachelor’s of science degree from Miomi University. Ms. Fiala and
her husband reside in Florida. They have three children and two grandchildren.




louis Mucci, 66, was originally appointed to the Board at a regular Board meeting on
November 17, 2004, and then he was re-elected ot our 2005 Annual Meeting of Stockholders. Mr.
Mucci recenily held the position of Chief Financial Officer at B)’s Restaurants, Inc., a public com-
pany, and served on that company’s Boord of Directors from May 2002 until September 2005. Mr.
Mucci currently serves as an advisor to the Board of Directors of BJ's Restaurants. He also serves on
the Board of Directors of Stir Crazy, Inc., a privately held restaurant chain. Mr. Mucci is o senior
advisor to SMH Capital (NASDAQ: SMGH) investment banking group. He retired from Pricewo-
terhouseCoopers LLP in June 2001 after 25 years as a partner with the firm. Mr. Mucci's most recent
position at PricewaterhouseCoopers was Chairmon of the West Coast Retail Group. In this role he
served on the firm’s National Retail Execufive Committee. Mr. Mucci holds a Bachelors of Science
degree from California State University, Los Angeles, where he received the Distinguished Alumni
Award from the Accounting Department and the School of Business Economics. Mr. Mucci is a
member of the American Institute of Certified Public Accountants, the California State Society of
Certified Public Accountants and the Retail Executive Forum.

CLASS [l DIRECTORS — TERMS EXPIRING IN 2009

Coleman Peterson, 59, was appointed to the Board of Directors ot o regular Board meeting on
November 10, 2005. Mr. Peterson is President and Chief Executive Officer of Hollis Enterprises LLC,
a human resources consulling firm, which he founded in 2004 following his retirement from
Wal-Mart Stores, Inc. Mr. Peterson served as the Executive Vice-President of People ot Wal-Mart
from 1994 to 2004. Prior to joining WakMart in 1994, Mr. Peterson spent 16 years with Venture
Stores, with his last role being the Senior Vice-President of Human Resources. Mr. Peterson holds an
undergraduate degree in English literature and a master’s degree in Industrial Relations from Loyela
University of Chicago. Mr. Peterson serves on the Board of Directors of J.B. Hunt Transportation, Inc.
He serves as the Chairman of the Board of Trustees of Northwest Arkansas Community College and
as a board member of the National Academy of Human Resources. He formerly served on the
Executive Committee of the National Association for the Advancement of Colored People (NAACP)
and also served os Treasurer of the NAACP Specicl Contributions Fund. Mr. Peterson resides in
Rogers, Arkansas with his wife. They have two children, Rana and Collin.

William Reisler, 51, was initially elected to our Board of Directors pursuant to the terms of a stock-
holders’ agreement which terminated upon the closing of the Company’s initial public offering in
2004. Mr. Reisler has served on our Board of Directors since our conversion to a corporation in
April 2000, and he served on an advisory board to our predecessor entity prior to that time. Mr.
Reisler is o cofounder and Managing Partner of Kansas City Equity Partners [KCEP), a private equity
fund that, with affiliates, manages over $3 billion in assets. Mr. Reisler currently serves as Managing
Partner of Consumer Growth Partners, an affiliate of KCEP, focused on private equity investments in
specialty retail and branded consumer companies. His corporate experience includes development
of new products for Hallmerk Cards, Inc. and strategic planning for Sprint Corporation. Mr. Reisler
holds @ bachelor of science degree in economics from the University of lllinois. He also holds
master of business administration degree from the University of Southern California. Mr. Reisler cur-
rently serves as a director of Three Dog Bakery, Inc. and of the Harry S. Truman Library Institute. Mr.
Reisler, his wife and two children reside in Kansas City, Missouri.




CLASS | DIRECTORS — TERMS EXPIRING IN 2010

DIRECTOR EMERITUS

James M. Gould, 59, was initially elected to our Board of Directors pursuant to the terms of a stock-
holders' agreement which terminated upon the closing of the Company’s initial public offering in
2004, and then he was re-elected to our Board at our 2006 Annual Meeting. Mr. Gould has served
on our Board of Directors since our conversion to a corporation in April 2000, ond he served on an
advisory board to our predecessor enfity prior to that time. Mr. Gould is a Managing General Part-
ner of The Walnut Group, a group of dffiliated venture capital funds, and he has held that position
since 1994. He is also the Managing Member of Gould Venture Greup V, UC, a diversified finan-
cial concern, and is the owner of Management One lid., o firm he founded that represents
professional athletes. He serves on several private company boards, including Stir Crazy, Inc., and
The O'Gara Group. He has served on numerous charitable boards, including Prevent Child Abuse
America, Camp Brightlight in parinership with the YMCA and the Cincinnati Ballet Company. Mr.
Gould has a bachelor’s degree in history from the University of Wisconsin. He resides in Cincinnati,
Ohio with his wife Marcie and their four sons.

Joan Ryan, 62, was appointed to our Board at a regular Board meeting on February 28, 2006, and
then she was re-elected 1o our Board at our 2006 Annual Meeting. Ms. Ryan retired as Senior Vice
President of Walt Disney Theme Parks and Resorts, with whom she worked for 12 years, in February
2005. In that position, Ms. Ryan managed Disney’s retail businesses including merchandise, food
and beverage, ond photo imaging at Walt Disney Word® resort. Prior fo that posifion, she was
senior vice president of merchandise for the Wall Disney World® resort. Her areas of responsibility
included Disneyland® Resor, as well as Disney’s international theme parks and resorts. Prior to join-
ing Disney, Ms. Ryan spent over 30 years at various specialty retailers with responsibility for store
operations and merchandising, including Ann Taylor Stores Corporation, Lord & Taylor {a division
of Federated Departments Stores, Inc.), and Dayton Hudson Corporation {Target Corporation). Ms.
Ryan has a bachelor’s degree from Michigan State University. Ms. Ryan and her husband, Tom,
reside in West Bloomfield, Michigan and Naples, Florida. .

Barney Ebsworth, 73, wos initially elected to our Board of Directors pursuant to the terms of a stock-
holders’ agreement which terminated upon the closing of the Company's initial public offering in
2004. Mr. Ebsworth has served on our Board of Directors since aur conversion to a corporation in
April 2000, and he served on an advisory board to our predecessor entity prior to that time. Mr.
Ebsworth is the founder and CEQ of Windsor, Inc., formed in 1979 for the purpose of providing
financing for venture capital, real estate and other investments. Mr. Ebsworth was the founder and
CEQ of INTRAV, o general agency formed in 1959 for the purpose of selling travel to individuals
and businesses, until the company was sold in 1999. Mr. Ebsworth also founded Royal Cruise Line
and Clipper Cruise Line in 1972 and 1981, respectively. He was the Chairman of those companies
from inception to the time they were sold in 1986 and 1997, respectively. Mr. Ebsworth is also a
Trustee of the Seattle Art Museum and @ member of the Trustees Council and Co-Chairman of the
Collectors Committee of the National Gallery of Art, Washington D.C. Mr. Ebsworth has a bach-
elor’s degree from Washington University in St. Louis, He has one daughter, one granddaughter
and one grandson.



THE BOARD OF DIRECTORS AND ITS COMMITTEES

The Company’s Board of Directors is responsible for establishing broad corporate policies and for overseeing the overall man-
agement of the Company. In addition to considering various matters which require Board approval, the Board provides advice
and counsel to, and ultimately monitors the performance of, the Company’s senior management. There are three standing
committees of the Board of Directors: the Audit Committee, the Compensation Commitiee, and the Governance Committee. In
addition, in connection with the Board’s consideration of certain strategic alternatives, the Board of Directors formed a Special
Committee comprised of four independent non-management directors.

COMMITTEE CHARTERS, CORPORATE GOVERNANCE GUIDELINES,
BUSINESS CONDUCT POLICY AND CODE OF ETHICS

The Board of Directors has adopted charters for all three of its standing Committees. The Board has also adopted Corporate
Governance Guidelines, which set forth the obligations and responsibilities of the Directors with respect to independence, meet-
ing attendance, compensation, re-election, crientation, self-evaluation, and stock ownership. The Board of Directors has also
adopted a Business Conduct Policy, and a Code of Ethics Applicable 1o Senior Executives, both of which apply te all of its Direc-
tors and officers, including the Company’s senior financial officers. Copies of the Committee charters, Corporate Governance
Guidelines, Business Conduct Policy and Code of Ethics Applicable to Senior Executives can be found in the Corporate Gover-
nance section on the Company’s Investor Relafions website at hitp://ir.buildabear.com (information on our website does not
constitute part of this proxy statement]. The Company intends to comply with the disclosure requirements under item 10 of
Form 8-K by posting such information on its website. The Company will post any amendments to the Committee charters, Corpo-
rate Governance Guidelines, Business Conduct Policy and Code of Ethics Applicable to Senior Executives in the same section of
the Company’s website. The Committee charters, Corporate Governance Guidelines, Business Conduct Policy and Code of Ethics
Applicable to Senior Executives are also available in print to stockholders and interested parties upon written request delivered fo
Build-A-Bear Workshop, Inc., 1954 Innerbelt Business Center Drive, St. Louis, Missouri 63114. Each of our Directors, executive
officers and employees sign our Business Conduct Policy on an annual basis to ensure compliance. In addition, each of our
executives signs our Code of Ethics Applicable to Senior Executives each year to ensure compliance.

Pursuant to the Corporate Governance Guidelines, the non-management Direclors meet at least once each year in executive
session. The presiding Director of these sessions changes for each meeting following an alphabetical rotation, unless the Board
determines otherwise. Stockholders or interested parties can conlact the presiding Director in writing ¢/o Build-A-Bear Workshop,
Inc., 1954 Innerbelt Business Center Drive, 5t. Louis, Missouri 63114,

The Board of Directors met ten times in 2007 for regular meetings. Each Director attended al least 75% of the total number
of meetings of the Board and the Board committees of which he or she was o member in 2007. While the Company does not
have o formal policy requiring members of the Board to attend the annual meeting, the Company encourages all Directors to
attend. All of our current Directors attended our 2007 annual meeting and plan fo attend the 2008 annual meeting. The mem-
bers, primary functions and number of meetings held for each of the Committees are described below.

Audit Committee
The members of the Audit Committee are Louis Mucci {Chair), Mary Lou Fiala, William Reisler and Joan Ryan.

The Audit Committee reviews the independence, qudlifications and performance of our independent auditors, and is respon-
sible for recommending the initial or continved retention of, or a change in, our independent auditors. The Committee reviews
and discusses with our management and independent auditors our financial statements and our annual and quarterly reports, as
well as the quality and effectiveness of our internal control procedures, critical accounting policies and significant regulatory or
accounting inifiatives. The Committee also prepares the audit committee report required to be included in our annual proxy
statement. The Committee discusses with management earnings press releases and our major financial risk exposures. The
Committee establishes procedures for the receipt, retention and treatment of complaints regarding accounting, internal control or
auditing matters, approves the audit plon and staffing of the internal audit department, reports regularly to the board regarding
its activities and pertorms an annual selfevaluation of committee performance.

The Audit Committee held twelve meetings in 2007.




Compensation Committee
The members of the Compensation Committee are Coleman Peterson {Chair}, Mary Lou Fiala, James M. Gould and William
Reisler.

The Compensation Committee maokes recommendations to the Board of Directors regording compensation arrangements for
our executive officers, including annual salary, bonus and long-term incentive awards, and consults with ocur management regard-
ing compensation policies and practices. The Committee reviews and approves the Company’s stated compensation philosophy.
The Committee reviews annually the performance of the Company’s Chief Executive Bear. The Committee reviews and sets per-
formance criteria for compensation programs for all Senior Execufives of the Company. The Comnmittee also reviews and makes
recommendations regarding compensation of Directors. The Committee approves and oversees the administration of the Compa-
ny's employee benefit plans and incentive compensation programs. The Committee makes recommendations concerning the
adoption of any compensation plans in which management is eligible to participate, including the granting of stock options or
other benefits under those plans. The Committee oversees management succession and reports regularly to the Board regarding
its activities. The Committee reviews and discusses with management the Compensation Discussion and Analysis and prepares a
report recommending the Compensation Discussion and Analysis for inclusion in the Company’s proxy statement. The Committee
reviews and reassesses the adequacy of its charter on an annual basis and conducts an annual selfevaluation of committee per-
formance.

The Compensation Committee held six meetings in 2007.

Governance Committee
The members of the Governance Committee are James M. Gould (Chair), Lovis Mucci, Coleman Peterson and Joan Ryan.

The Governance Committee establishes criteria for membership of the Company’s Board of Directors and its committees. The
Committee selects and nominates candidates for election or re-election as Directors at the Company’s annval meeting. The
Committee considers stockholder recommendations for and nominations of candidates for election as Directors. The Committee
recommends candidates to fill any vacancies on the Board of Directors. The Committee reviews and makes recommendations to
the Board regarding the Company’s Corporate Governance Guidelines, whistleblower policy and ethics codes. The Committee
reviews and determines the composition, nature and duties of the commitiees of the Board. The Committee oversees the annual
Board and committee self-evaluation process, and assesses the independence and performance of all Board members. The
Committee reports regularly to the Board regarding its activities, reviews and reassesses the adequacy of its charter on an annual
basis and conducts an annual self-evaluation of committee performance.

The Governance Committee held four meetings in 2007.

Special Committee
In conneclion with the Board's consideration of certain strategic alternatives during 2007, the Bocrd of Directors formed o Spe-
cial Committee comprised of four independent non-management directors. The Special Committee retained the investment
banking firm of Lehman Brothers to assist it in an analysis of a broad range of potential strategic alternatives to enhance stock-
holder value ond was independently represented by Shearman & Sterling LEP. On March 10, 2008, the Company announced
that the Committee completed its consideration of strategic alternatives. After the Committee completed its review and consid-
eration, the Board of Directors authorized an increase in the Company’s share repurchase program to up to $50 million.
The members of the Special Committee were James M. Gould {Chair), Lovis Mucci, Coleman Paterson and Mary Lou Fiala.
The Special Committee held 14 meetings in 2007.

BOARD MEMBER INDEPENDENCE AND COMMITTEE MEMBER QUALIFICATIONS

The Board of Directors annually determines the independence of Directors based upon a review conducted by the Governance
Committee and Board. No Director is considered independent unless he or she has no material relationship with the Company,
either directly or as a partner, stockholder, family member, or officer of an organization that has a material refationship with the
Company. To evaluate the materiality of any such relationship, the Board has established categorical independence standards
consistent with Section 303A of the New York Stock Exchange (“NYSE”"} Listed Company Manual. On an annual basis, each
Director and Named Executive Officer is obligated to complete o Director and Officer Questionnaire. Additionally, our Corpo-
rate Governance Guidelines require any director to disclose any matters that may arise during the course of the year which have
the potential to impair independence.




The Board has determined that, in its judgment as of the dote of this proxy statement, each of the non-maonagement Board
members {including all members of the Audit, Governance, and Compensation Committees] are independent directors, as
defined by our Corporate Governance Guidelines and Section 303A of the NYSE Listed Company Manual. Accordingly, Mary
Lou Fiala, Lovis Mucci, James M. Gould, William Reisler, Coleman Peterson and Joan Ryan are all independent directors, as
defined by our Corporate Governance Guidelines and Section 303A of the NYSE Listed Company Manual.

In addition, the Board also determined that each member of the Audit Committee {Louis Mucci, Joan Ryan, Mary Lou Fiala
and William Reisler} is independent under the heightened Audit Committee independence requirements included in Section 303A
of the NYSE Listed Company Manual and the SEC rules. Moreover, each member of the Audit Committee is financially literate,
and at least one such member {louis Mucci) has accounting or related financial management expertise as required in Sec-
tion 303A of the NYSE Llisted Company Manual. Furthermore, the Board determined that Louis Mucci qualifies as an “audit
committee financial expert” as such term is defined under applicable SEC rules. Finally, each member of the Compensation
Committee (Mary Lou Fiala, James Gould, Coleman Peterson and William Reisler] is independent as such term is defined in the
listing standards of the NYSE, is a “non-employee director” pursuant to SEC Rule 16b-3 and is an “outside director” for purposes
of §162{m) of the Internal Revenue Code.

In reaching these determinations, the Board considered an arrangement under which the Company served as a marketing
partner in a film project for which James M. Gould is an executive producer and owner of a less than 10% net profits inferest.
Under the terms of the transaction, the Company and the film’s producers paid their respecfive costs and expenses for materials
relating to the markefing initiative, which were immaterial. The Board and the Governance Committee took this transaction into
account when determining Mr. Gould’s independence and concluded that the transaction was not material to the Company or
Mr. Gould. Furthermore, the Board also determined that the proposed transaction does not constitute a transaction with a related
person subject to disclosure under Regulation $K ltem 404(a).

There are no family relationships among our Directors and execufive officers.

RELATED PARTY TRANSACTIONS

In addition to annually reviewing the independence of our Directors, the Company also maintains strict policies and procedures
for ensuring that our Directors, executive officers and employees maintain high ethical standards and aveid conflicts of inferest.
Our Business Conduct Policy prohibits any direct or indirect conflicts of interest and requires any transoctions which may con-
stitute a potential conflict of interest to be reported to the Governance Committee. Our Code of Ethics applicable to Senior
Executives requires our leadership to act with honesty and integrity, and to disclose to the Governance Committee any material
transaction that reasonably could be expected to give rise to actual or apparent conflicts of interest.

Our Governance Committee has established written procedures for the review and pre-approval of all transactions between
us and any related parties, including our Directors, executive officers, nominees for Director or executive office, 5% stockholders
and immediate family members of any of the foregoing. Specifically, pursuant fo our Governance Committee Charter, any Direc-
tor or execulive officer intending to enter into a fransaction with the Company must provide the Governance Committee with all
relevant details of the transaction. The transaction will then be evaluated by the Governance Committee to determine if the trans-
aclion is in our best interests and whether, in the Committee’s judgment, the terms of such transaction are at least as beneficial to
us as the terms we could oblain in a similar fransaction with on independent third party. In order to meet these standards, the
Committee may conduct a competilive bidding process, secure independent consulting advice, engage in its own factfinding, or
pursue such other investigation and factfinding initiatives as may be necessary and appropriate in the Committee’s judgment.

Store Fixtures and Furniture

We purchase fixtures for new stores and furniture for our corporate offices from NewSpace, Inc. [“NewSpace”]. Robert Fox, the
husband of Ms. Clark, our Chief Executive Bear, owns 100% of NewSpace. The total payments to NewSpace for these fixtures
and furniture amounted to approximately $2.5 million in fiscal 2007.

In 2006, our Board of Directors sought and obtained competitive bids for purchase of store fixtures and furniture. New$S-
pace offered the lowest fotal pricing of any bidder in the process, and the Board determined that the quality of the services to be
provided by NewSpace would be superior to the services provided by the other bidders. In 2007, our Board of Directors
reviewed the terms of the transaction with NewSpace and determined that they are at least as beneficial to us as the terms we
could obtain in o similor fransaction with an independent third party. We expect o continue to purchase store fixtures and furni-
ture from NewSpace, if NewSpace continues to offer competitive pricing through the bidding process and provide superior
service levels.



OTHER TRANSACTIONS

During the 2007 fiscal year, the Company received royalty payments totaling approximately $743,000 from a third party ven-
dor for bears that such vendor made for The J.C. Penney Company, Inc. {“).C. Penney”). As noted in her biography, Ms. Clark is
a member of the Board of Directors of J.C. Penney. J.C. Penney purchased the bears from the third party vendor in an arms-
length transaction, entered into in the ordinary course of business on substantially the same terms cis those of other manufacturing
arrangements. J.C. Penney donated the proceeds of the bear sales to an offiliated charity, the JCPenney Ahterschool Fund. Based
on the above, the Company does not consider this a material transaction or one in which Ms. Clark had a material interest.

SECTION 16(A) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16{a) of the Securities Exchange Act of 1934 requires the Company’s Directors and executive officers, persons who
beneficially own more than ten percent of a registered class of the Company's equity securities, and certain other persons fo file
reports of ownership and changes in ownership on Forms 3, 4 and 5 with the SEC, and to furnish the Company with copies of
the forms. Based solely on iis review of the forms it received, or written representations from reporting persons, the Company
believes that all of its Directors, executive officers and greater than ten percent beneficial owners complied with all such filing
requirements during 2007, with the exception of Ms. Clark, Ms. Klocke, Ms. Kroll and Mr. Seay, each of whom filed a late Form
4 reporting the surrender of certain shares in connection with the vesting of restricted stock on March 8, 2007.

BOARD OF DIRECTOR COMPENSATION

The following table discloses compensation information of members of the Company’s Board of Directors for serving as members
of the Company’s Board in 2007:

Fees
Earned or Stock
Paid in Awards

Name: Cash{$) ($)2 Total {$}

Maxine ClarkV $ - % - % -
Barney Ebswortht) 25,000 - 25,000
Mary Lou Fiala 70,000 98,611 168,611
Jomes M. Gould 125,728 98,611 224,339
Lowis Mucci 81,238 98,611 179,849
Coleman Peterson 75,210 148,255 224,165
William Reisler 40,000 98,611 138,611
Joan Ryan 40,000 146,894 186,894

{1) As a member of management, Maxine Clark, the Company’s Chief Executive Bear, did nat receive compensation for her services os Director in 2007. The com-
pensation received by Ms. Clark as an employee of the Company is shown in the Summary Compensation Table.

{2) The amounts appearing in the Stock Awards column represent the fiscal 2007 Statement of Financial Accounting Standard FAS 123 [revised) ['FAS 123(R]")
expense of restrictad stock owards gronted in fiscal 20035, fiscol 2006, and fiscal 2007.

{3] Mr. Ebsworth is a Director Emeritus, and is subject 1o a different compensation structure, described below.

Director Compensation Policies

The Compensation Committee reviews Board compensation annually, in conjunction with the November and January Board
meetings. During 2006, the Compensation Committee reviewed Board compensation and made no changes. In November
2007, the Compensation Committee reviewed Board compensation and analyzed both the constituent compensation elements
and the total compensation to Board members in relation to the Company’s peer group. As a result of this 2007 review, the
Board eliminated the restricted stock awards of 5,000 shares which were previously granted to newly appointed Board members
joining the Company cher November 10, 2005. Also as a result of its review, the Board elected not to increase the $40,000
annual refainer for Board membership, which has been in effect since 2005. The Board members do not receive additional fees
or compensation for attending meetings or for being a committee member or attending commitiee meetings. However, the Board
did conclude that adjusiments were necessary in order for the Company to refain its qualified independent Board members whom
are fulfiling Committiee Chair responsibilities. Consequently, the additional annual retainer for the Chairman of our Audit
Committee was increased from $10,000 to $18,500. The additional annual retainer for the Chairman of our Compensation
Committee was increased from $5,000 1o $11,250. The additional annual retainer for the Chairman of our Governance
Committee was increased from $5,000 to $10,000. Importantly, the annud! retainer fees for the Company’s Governance and
Compensation Committee Chairs remain at the median for applicable peer group compensation. The Audit Committee Chair
annual retainer fees are in the seventy-fifth percentile in the peer group. The Board believes the fee paid to the Audit Committee




Chair is appropriate given the significant time commitment and expertise required to fulfill this responsibility on behalf of the
Company in accordance with public reporting rules and procedures.

Finally, during its 2007 compensation review, the Board modified the restricted stock award granted to each member for
annual service from a set number of shares (previously 3,500) to a set value of seventy five thousand dollars {$75,000), as
determined on the grant date. The annual restricted stock grants vest each year on the anniversary date of our initial public offer-
ing {October 28, 2004}. The vesting of all resiricted stock grants is subject to continued service on our Board.

In connection with the Board’s consideration of certain strategic alternatives during 2007 the Company’s Board of Directors
formed a special commitiee comprised of four independent non-management directors. On July 25, 2007, the Board passed a
resolution to provide additional compensation to these directors, given the extraordinary amount of work involved in the review
of strategic alternatives. Each non-management director serving on the Special Committee {including the Chairman of the commit-
tee) was paid $6,000 per month, with @ maximum total potential payment of $30,000 per member. The Chair of the Special
Committee received an additional $10,000 per month, with a maximum total potential payment of $50,000. The Company also
reimbursed the Special Committee members for all out-of-pocket expenses.

Also pursuant fo our Corporate Governance Guidelines, non-management Directors are required to refrain from selling or
otherwise transferring greoter than 50% of their total holdings in our stock during any twelve-month period, beginning with the
anniversary date of our initial public offering. This policy does not apply to Directors Emeritus.

Under our Corporate Governance Guidelines, any Director may not stand for election or re-election after reaching the age
of 70. However, any refiring Director who is asked by the Board, and agrees, to continue to serve the Company in the status of
Director Emeritus, will receive a $25,000 annual retainer including fees for meeting attendance. The refiring Board member's
remaining unvested restricted shares may, upon such retirement be accelerated by the Compensation Committee in its discretion.
The retiring Board member receives no additional restricted stock grants.

We reimburse our Directors and Directors Emeritus for reasonable outof-pocket expenses incurred in connection with attend-
ance and participation in Board and committee meetings. We also reimburse our Directors for expenses incurred in the
attendance of director continuing education conferences, because we expect that each of our Board members will attend o least
one director continuing educational conference every two years.

EXECUTIVE OFFICERS

Set forth below is the name, age, position and a brief account of the business experience of each of our executive OH’ICGI’S other
than Ms. Clork, as of March 28, 2008, For biographical information regarding Ms. Clark, see “Directors” above.

Name Age  Position(s)

Scoft Seay 45  President and Chief Operating Bear

Tina Klocke 48  Chief Financial Bear, Treasurer and Secretary
Teresa Kroll 53  Chief Marketing Bear

Scott Seay joined Build-A-Bear Workshop in May 2002 as Chief Workshop Bear and was nomed President and Chief
Operating Bear in January 2007, Prior fo joining us, Mr. Seay was Chief of Field Operations for Kinko's Inc., a national chain of
copy cenlers, from April 1999 to May 2002. From April 1991 to April 1999, Mr. Seay held several operational roles including
Senior Vice President of Operations West for CompUSA Inc., a computer retailer. From April 1983 to April 1991, Mr. Seay held
several operational positions for The Home Depot, Inc.

Tina Klocke has been our Chief Financial Bear since November 1997, our Treasurer since April 2000, and Secretary since
February 2004. Prior fo joining us, she was the Controller for Clayton Corporation, a manufacturing company, where she
supervised all accounting and finance functions as well as human resources. Prior to joining Clayton Corporation in 1990, she
was the controller for Love Real Estate Company, a diversified investment management and development firm. She began her
career in 1982 with Ernst & Young LLP.

Teresa Krolf has been our Chief Marketing Bear since September 2001. Prior to joining us Ms. Kroll was Vice President-
Advertising for The WIZ, a unit of Cablevision, from 1999 to 2001. From 1995 to 1999, Ms. Kroll was Director of Marketing
for Montgomery Ward Holding Corp., a department store retailer, From 1980 to 1994 Ms. Kroll held various administrative and
marketing positions for Venture Stores, Inc.



EXECUTIVE COMPENSATION
COMPENSATION DISCUSSION AND ANALYSIS

Overview of Compensation Program

The following Compensation Discussion and Analysis {“CD&A") describes our overall compensation philosophy and the primary
components of our executive compensation program. Furthermore, the CD&A explains the process by which the Compensation
Committee {the “Committee”) determined the 2007 compensation for all Named Executive Officers. Finally, the CD8A discusses
actions taken with regard to executive compensation during 2008.

Compensation Philosophy
The fundamental objectives of our executive compensation program are to attract and retain highly qualified executive officers,
motivate these executive officers to materially contribute to our long-term business success, and align the interests of our executive
officers and stockholders by rewarding our executives for individual and corporate performance based on targets established by
the Committee.

We believe that achievement of these compensation progrom objectives enhances long-term stockholder value. When design-
ing compensation packages to reflect these objectives, the Committee is guided by the following four principles:

» Alignment with stockholder interests: Compensation should be tied, in part, to our stock performance through the granting of
equity awards to align the interests of executive officers with those of our stockholders.

* Recognition for business performance: Compensation should correlate in large part with our overall financial performance.

* Accountability for individual performance: Compensation should partially depend on the individual executive’s performance,
in order to motivate and acknowledge the key contributors to our success.

o Competition: Compensation should generally reflect the competitive marketplace and be consistent with that of other well
managed companies in our peer group.

In implementing this compensation philosophy, the Committee takes into account the compensation amounts from the pre-
vious years for each of the Named Executive Officers, and internal compensation equity among the Named Executive Officers.
The Committee also strives to structure compensalion packages so thal total payout, taking into consideration performance-based
compensation, will be above median if the Company meets or exceeds its financial targets and the individual Named Executive
Officers perform well in their roles throughout the fiscal year.

2007 Compensation Determinafion Process
Each year the Committee engages in a review of our execufive compensation with the goal of ensuring the appropriate combino-
tion of fixed and variable compensation linked to individual and corporate performance.

Role of Compensation Commitiee Consultant

In the course of its 2007 compensation review, the Committee utilized the services of an outside consultant, James F. Reda &
Associates, LLC, who was engaged by the Committee to assist in the determination of the peer group, the compensation bench-
marking process, and the review and establishment of compensation policies and programs for Mamed Executive Officers. The
Company has no relationship with James F. Reda & Associates {other than the relafionship undertaken by the Committee), and
therefore the Committee believes that the compensation consultant is independent.

Role of Management

Also in the course of its review, the Committee considered the advice and input of the Company’s management. Specifically, the
Committee leverages the Company’s management, human resources depariment and legal department to assist the Committee in
the timely and costeffective fulfillment of its dufies. The Committee solicits input from the Chief Executive Bear and human
resources depariment regarding compensation policies and levels. The legal department assists the Committee in the doc-
umentation of compensation decisions. In addition, the 2004 Stock Incentive Plan provides that the Chief Executive and Chief
Operating Officer Bears have the limited authority to grant equity awards o Company employees upon their initial hiring or
receipt of promotions. The Committee does not permit members of the Company’s management to materially participate in the
determination of their particular compensation; nor does the Committee permit members of management, including the Chief
Executive Bear, to be physically present for those porfions of Committee meetings during which the particular member of the
management team’s performance and compensation are reviewed and determined.




Role of the Full Board

The Compensation Committee Charter provides the Commitiee with the option of either determining the Chief Executive Bear's
compensation, or recommending such compensation to the Board for determination. The Commitiee has historically chosen to
consult with the Board of Directors on the Chief Executive Bear's compensation, because the Commiltee believes that the Chief
Executive Bear’s performance and compensation are so critical to the success of the Company that Board involvement in such
matters is appropriate. The Committee also determines the compensation and review process for all executive officers other than
the Chief Executive Bear. Because the Charter specifically delegates this responsibility to the Committee, it only involves the full
Board in an advisory capacity with respect to the compensation decision-making process for the other Named Executive Officers.

The Peer Group

The Committee believes that the Company’s compensation peer group is an important fool by which to measure the fairness and
competitiveness of the Company’s executive compensation. In 2007, the Committee and its compensation consultant significantly
refined the Company’s peer group so that the 2007 peer group companies as a whole have median revenues approximately
10% above the Company’s median revenue, using projected fiscal 2007 revenue levels. While the peer group is an important
measuring tool, it is only one of four principle considerations under the Company’s compensation philosophy. The 2007 peer
group consisted of the following companies:

A.C. Moore Arts & Crakts, Inc, Cole Kenneth Productions Inc. Steven Madden, Lid.

Bank Jos A Clothiers Inc. Deb Shops, Inc. Stride Rite Corp.

Books A Million inc. Leslie’s Poolmart, Inc. Tween Brands, Inc.

Buckle Inc. P F Changs China Bistro Inc. United Retail Group, Inc.
Cache Inc. Party City Corp. West Marine Inc.

CEC Entertainment Inc. Restoration Hardware Inc. Wet Seal Inc.

Charlotte Russe Holding Inc. Sharper lmoge Corp. Wilsons The Leather Experts Inc.
Citi Trends Inc. Shoe Carnival Inc. Zumiez Inc.

Coldwater Creek Inc, Six Flags Inc.

In 2007, the Committee compared each element of compensation received by the Company’s Named Executive Officers
with the levels of each element of compensation received by similarly-situated executive officers in the peer group. The Named
Executive Officer total compensation packages were in all cases ot or below the median of total compensction packages for
similarly-situated executives at the peer group companies.

2007 Base Salary

During its 2007 annual review, the Committee considered two types of potential base salary increases for each of the Named
Executive Officers: (1) "merit increases” based upon the executives’ individual performance; and (2) or “market adjustments”
based upon the peer group salary range for similar executives.

The Committee evaluates salary increases for Named Executive Officers on predetermined performance targets, ond it under-
takes an annual performance review of each of the Named Executive Officers in order to determine whether they are eligible for
merit increases. In 2007, the Named Executive Officers each prepared o self-evaluation. In the case of the Chief Executive Bear,
the Chairman of the Compensation Committee presented the Committee and the Board’s feedback to the Chief Executive Bear on
her sell-evaluation. With respect to the other Named Executive Officers, the Chief Executive Bear was primarily responsible for
providing feedback to such other Named Executive Officers’ evaluations. However, the Committee also had the opportunity to
participate in, and review, the evaluations of the other Named Executive Officers.

In addition to determining merit increases for the Named Executive Officers, the Commitiee compared the Named Executive
Officers’ salaries fo the salaries of similar executives in the Company’s peer group in order to determine whether any market
adjustments were appropriate. For 2007, the Commiltee approved a market adjustment for one of our executives, Tina Klocke,
because the Commiltee determined that her 2006 salary was well below the median range of similar executives within the
Company’s 2007 peer group.
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As a result of its annual review, the Committee increased the base salaries of the Named Executive Officers effective
March 5, 2007 {inclusive of both merit increase and market adjustment) as follows:

NAMED EXECUTIVE OFFICER PERCENTAGE BASE SALARY INCREASE {March 2007)
Maxine Clark 0%
Scoft Seay!!} 0%
Tina Klocke 10%
Teresa Kroll . 3.5%
Paul Bundonist!) 0%

{1} Effective January 5, 2007 Barry Erdos, the Company's former Chief Operating Officer Bear, resigned his position. Scott Seay, the Company’s former Chief
Workshop Bear, was promoted 1o fill the open position created by Mr. Erdos’s departure. Paul Bundenis, the former Managing Director, Stores — West, was
promoted lo Chief Workshop Bear to fill the vacancy created by Mr. Seay’s promotion and served in this position unfil March 2008. In conjunction with their
promotions, Mr, Seay received an increase in his base salary from $326,430 to $370,000, and Mr. Bundonis received an increase in his bose salary from
$200,000 to $225,000. Because Messrs. Seay and Bundonis received base sclary increases due to their promotians in January, 2007, which were subject to
market analysis by the Committee at that time, they did not receive base salary increases in March, 2007.

Even after these base salary increases, all of our Named Executive Officers’ salaries remained below the peer group median
for comparable executives.

2007 Bonus Plan

The 2007 Bonus Plan was consistent with, and similar to, the 2006 Bonus Plan in that the Committee once again set high per-
formance standards for its Named Executive Officers and employees. In fiscal 2006, the Company achieved net income growth
of 8%. However, due to performance standards in the 2006 Bonus Plan, which required a minimum 15% net income growth
improvement over the previous year fo achieve an 80% payout at threshold, the Named Executive Officers received no bonus
under the 2006 Bonus Plan for fiscal 2006. In fiscal 2007, the Company established a threshold net income level growth level of
16% before the Named Executive Officers would receive any bonus payment. Because the Company did not achieve the thresh-
old net income growth level, as explained below, the Named Executive Officers received no borus under the 2007 Bonus Plan
for fiscal 2007.

The Committee continued the use of a cash bonus plan in 2007 for the Named Executive Qfficers, granting potential cash
bonuses pursuant fo the 2007 Bonus Plan for the Named Executive Officers only if the Company achieved certain financial per-
formance levels. Thus, the Committee aligned the Named Executive Officers’ 2007 cash bonus completely with the interests of
our stockholders.

The target bonus awards granted under the 2007 Bonus Plan for the Named Executive Officers were expressed as o percent-
age of eligible base salary, which excludes items such as relocation allowances, bonuses, stock options exercised and vested
restricted stock. The 2007 Base Bonus Calculation for each Named Executive Officer was detelmlned by multiplying the Base
Bonus Payout by the officers’ base salaries according to the following schedule:

Position Base Bonus Payout
Chief Executive Bear 125%
Chief Operating Bear 50%
Chief Financial Beor 35%
Chief Marketing Bear 35%
Chief Workshop Bear 35%

In consultation with the Audit Committee ond the Board of Directors, the Committee established the following net income
levels from which the bonus awards were derived. Pursuant to the terms of the 2007 Bonus Plan, cash bonuses were calculated
by multiplying the applicable Base Bonus Payout {calculated in the manner described above) fimes the Percentage of Base Bonus
Caleulation below, (based on the Company’s net income for the 2007 fiscal year).

Percentage Net Income

Increase over Fiscal Percentage of Base
Net Income Achievement Level Year 2006 Bonus Calculation
Threshold 16% 25%
Target 31% 100%
Maximum 37% 220%

Under the 2007 Bonus Plan, net income increases falling between the three achievement levels would be interpolated evenly
as described in a schedule affached to the 2007 Bonus Plan.




The minimum 2007 net income level for a bonus payout under the 2007 Bonus Plan was not achieved. Consequently, as
indicated on the following chart, none of the Named Executive Officers received any cash bonus payout for fiscal 2007.

PERFORMANCE-BASED

BONUS PAYOUT
NAMED EXECUTIVE OFFICER (2007}
Maxine Clark $0
Scoft Seay 50
Tina Klocke 30
Teresa Kroll $0
Paul Bundonis $0

2007 Long-Term Incentive Program
The objective of the Company’s long-term incentive program is to provide o long-term retention incentive for the Named Executive
Officers and to align their interests directly with those of our stockholders by way of stock ownership.

Under the 2004 Stock Incentive Plan, the Commitiee has the discretion to determine whether equity awards will be granted
to Named Executive Officers and if so, the number of shares subject to each award. The 2004 Stock Incentive Plan allows the
Committee to grant the following types of awards, in its discretion: options, stock appreciation rights, cash-based awards or other
stock-based awards, such as common stock, restricted stock and other awards valued in whole or in part by reference to the fair
market value of the stock. In most instances, these long-term grants vest over a multi-yeor basis.

The Committee meets in March of every year to determine the recipients of annual long-term incentive awards and to grant
such awards by formal action. The practice of granfing long-term incentive awards in March by Committee action applies uni-
formly to the Named Execufive Officers and other employees of the Company and, with rare exceptions, is the only practice
employed by the Company in connection with the granting of equity awards. The Committee does, however, have the discretion
to make grants whenever it deems it appropriate in the best interests of the Company. Additionally, pursuant to the 2004 Stock
Incentive Plan, employees who are hired or promoted by the Company after the March Commitiee meefing may receive grants
from the Chief Executive Bear or Chief Operating Bear at the levels previously approved by the Committee, at the date of such
hire or promotion,

The Company does not have any program, plan or practice in place to time option or other award grants with the release of
material, non-public information and does not release such information for the purpose of affecting the value of executive
compensation. The exercise price of stock subject to options awarded under the 2004 Stock Incentive Plan is the fair market
valve of the stock on the date of grant. Under the terms of the 2004 Stock Incentive Plan, the fair market volue of the stock is the
closing sales price of the stock on the date of grant as reported by the New York Stock Exchange.

Since the Company’s base salaries are always paid in cash, and the 2007 Bonus Plan described above is a cash plan, the
Committee determined that some form of option, stock appreciation rights or other stock-based award would be appropriate for
the long-term incentive component of executive officer compensation for 2007. Historically, the Company has granted stock-
based compensation in the form of either {1) restricted stock; {2) slock options; or {3) a combination of both restricted stock and
stock options. The Committee considered these three choices of equity in 2007. For the 2007 longterm incentive component of
executive compensation, the Commitiee granted restricted stock instead of stock options or a combination of the two equity types.

The Committee believes thal restricted stock more effectively motivates and retains employees than stock options and miti-
gates the risk of losing key talent due to the current difficult economic climate while still retaining a direct link to our stock price.
The restricted stock vests annually over a four year period provided that the participant remains continuously employed with the
Company during that time. The Committee granted shares to only those eligible employees who had achieved a “meets expect-
ations” or higher performance grade from their supervisors. The Committee decided not to otherwise include performance
restrictions on the 2007 longterm grants {either relating to the individual’s performance or the Company’s performance} because
the cash bonus component of total compensation is already completely dependent upon the Company’s performance. Fur-
thermore, the introduction of individual or Company performance restrictions relative to the grants would change the accounting
treatment for the grants in a manner that the Committee, in consultation with the Audit Committee and Board, deemed to be con-
irary to the Company’s best interests. This accounting treatment is more fully discussed under “Federal Income Tax and
Accounting Considerations” below.

Unlike stock options, restricted shares do not have exercise prices. Therefore, the timing of the grant is largely irrelevant to
the employee. The only refevant consideration for the employee is the stock price at the time of vesting. Accordingly, the Commit-
tee presently believes that restricted share grants more fairly and consistently motivate employees to contribute to the Company’s
overall success, thereby increasing the share price and the value of the employees’ restricted share grants and therefore closely
align the interests of the participant with the stockholders. The Committee will evaluate the program on an annual basis.



In 2007, the Committee determined the amount of equity awards granted to each executive using three key considerations:
[1) benchmarking data for equity grant levels to similarly-situated executives in our peer group companies; (2) grant levels
required to bring the executives’ total compensation at or near the median of total compensation of similar executives in the
compensation peer group; and (3} grant levels required to retain key individual employee contributors. In establishing the size of
the 2007 equity award pool, the Committee considered the amount of stock and options outstanding, the expense associated
with the gronts due to the recent accounting changes and the potentially dilutive effect on stockholders, in addition to the overall
compensation policy of the Company to place emphasis on incentive compensation over base salaries. The numbers of restricted
shares granted to the Named Executive Officers in March 2007 are described in the table titled “Grants of Plan-Based Awards”.

Pursuant to the terms of the 2004 Stock incentive Plan, the Committee may, in its sole discretion, provide for the following
upon a change in control: (i} accelerated vesting of any outstanding oward; (i) terminafion of an award in exchange for the
payment of cash; and/or (iii] issuance of substitute awards. The 2007 restricted stock grant agreements for the Named Executive
Officers and other employees each contained a clouse subjecting the grants fo accelerated vesting upon a change in control. The
Committee believes that this change in control protection is prevalent among other companies in the peer group, and the value of
the stock grants as o retention tool would be diminished if this protection were not included in the grant paperwork.

The Company’s insider trading policy prohibits the Directors, Named Executive Officers ancl other employees from selling
the Company's securities “short”— that is, selling securities that are borrowed {and not owned) on the assumption that the
Company’s share price will decrease. The Company’s insider trading policy also prohibits Directors, Named Executive Officers
and other employees from buying or selling puts (i.e., options to sell}, calls [i.e., options to purchase), future contracts, or other
forms of derivative securities relating to the Company's securities.

Policy for Adjustment or Recovery of Awards in the Event of Accounting Restatement
During the review process for the 2007 Bonus Plan, the Committee elected to insert a new provision into the 2007 Bonus Plan
which required adjustment or recovery of awards in the event of accounting restatements.

Executive Stock Ownership Guidelines
Additionally, on March 22, 2007, the Committee odopted stock ownership guidelines for the Chief Executive Bear, Chief Operat-
ing Bear, and Chief Financial Bear. The guidelines require these executives to acquire and maintain a minimum leve!l of stock
ownership in Company stock as follows:

Each of the above-referenced executives is required to own shares of the Company’s common stock having a value equal to
the dollor amount of the applicable multiple of such executive’s annual base salary, as set forth in the table below.

Multiple of
Position Base Salary
Chief Executive Bear - Two times {2X)
Chief Operating Bear One time {1X)
Chief Financial Bear One time {1X)

The executives are required to comply with these guidelines no later than {i} 3 years following the effective date of the guide-
lines, or {ii} with respect to an executive hired or promoted to such executive position following the effective date, 3 years
following such hire date or promotion date. Once achieved, ownership of the guideline amount must be maintained for as long
s the individual is subject to these Guidelines. Currently, all three of the above-listed Named Executive Officers meet or exceed
the Executive Stock Ownership Guidelines.

Retirement and Other Post-Termination Benefits

We have entered into employment agreements with our Named Executive Officers that provide for a continuation of certain post-
employment benefits, to the extent permitted under the applicable employment benefit plon(s). Such benefits plans are the same
for oll employees, and so as of the date of this proxy statement, the Committee does not believe that any such plans in their pres-
ent forms would continue postemployment, except as required by law (including with respect to COBRA), or otherwise set forth
in this proxy statement. A description of these benefits for the Chief Executive Bear is included under the “Determination of Chief
Executive Bear Compensation” section below. The employment agreements for the remaining Named Executive Officers provide
that if the Company terminates their employment without cause, or they terminate their employment for good reason, they are
entitled to their salaries for 12 months after termination, such payments to be reduced by any amounts received from subsequent
employers during such period. Furthermore, in the event of their termination due to death, disability or their right to ferminate
employment due fo the Company's material, uncured breach, they or their beneficiaries or estates will be entitled to a bonus for
such year, prorated based on the number of full weeks they were employed during the year, to the extent that a bonus is
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awarded to the other remaining executives, We do not currently maintain any other refirement or posttermination benefits plans.
See "Executive Employment and Severance Agreements” for a discussion of the terms of our Named Executive Officers’ employ-
ment agreements.

Change in Control Severance Policy
We do not currently maintain any change in control severance plans or severance policies. Therefore, none of our Named Execu-
tive Cfficers will receive any severance payments in the event the Company undergoes a change in control.

Other Benefits

The Company seeks to maintain an open and inclusive culture in its facilities and operations among executives and other Com-
pany employees. Thus, the Company does not provide executives with reserved parking spaces or separate dining or other
facilities, nor does the Company have programs for providing personalbenefit perquisites to executives, such as permanent lodg-
ing or defraying the cost of personal entertainment or family travel. With the exception of disability insurance {as noted below),
the Company's health care and other insurance programs are the same for all eligible employees, including the Named Execu-
tive Officers.

Insurance

All Company employees, including the Named Executive Officers, are eligible to participate in medical, dental, vision, long- and
shortterm disability and life insurance plans. The terms of such benefits for the Company’s Named Executive Officers are the
same as those for all Company employees, except that with respect to long-term disability insurance, the Company pays 100% of
the premium for senior level employees, including the Named Executive Officers.

401 (k)

The Company sponsors the Build-A-Bear Workshop, Inc. Employee Savings Trust, which is a qualified retirement plan with a
401(k) teature. Participants are provided the opportunity to make salary reduction contributions to the plan on a pre-ox basis.
The Company has the ability to make discretionary matching contributions and discretionary profit sharing contributions to such
plan. Currenily, the Company’s practice is to match 30% of the participants’ contributions, up to an aggregate maximum of 6%
of each participant's salary divided between the 401{k} plan and 401k} mirror plan. The Company match vests over a five year
period, subject to continued employment,

401{k) Mirror Plan

The Company sponsors the Build-A-Bear Workshop, Inc. Non-Qualified Deferred Compensation Plan, a non-qualified plan which
mirrors the substantive terms of the Build-A-Bear Workshop, Inc. Employee Savings Trust. The non-qualified plan permits certain
highly compensated employees, including the Named Executive Officers, whose deferrals are otherwise limited to the qualified
plan, to make additional pre-tax deferrals of compensation. The Company may make matching contributions to this non-qualified
plan to replicate Company matching contributions that would have been made to the qualified plan, but for limitations in the
Internal Revenue Code. Currently, the Company’s practice is to match 30% of the participants’ contributions, up to an aggregate
of 6% of each participant's salary divided between the 401(k} plan and the 401k} mirror plan. The Company match vests over a
five year period, subject to continued employment.

Employee Stock Purchase Plan

The Company’s employees and Named Executive Officers, except for the Chief Executive Bear, are eligible to participate in our
tax-qualified employee stock purchase plan. This plan allows parficipants to buy Company common stock at 85% of market price
with up to 15% of their salaries and incentives (subject to certain limits), with the objective of allowing employees to profit when
the value of the Company increases over time. Scott Seay is the only Named Execulive Officer who participated in the employee
stock purchase plan during 2007.

Determination of 2007 Chief Executive Bear Compensation

Ms. Clark’s compensation is determined in accordance with the Committee’s compensation philosophy, and in view of her
employment agreement which is described under “Execulive Employment and Severance Agreements”, The Committee considers
the Company’s overall performance, Ms. Clark’s individual performance, and CEQ compensation in the peer group when
determining Ms. Clark’s compensation. The Committee also examines the relative equity of the compensation of Ms. Clark in
relation to the other executives of the Company.



In 2007, the Commitiee undertook a review of Ms. Clark’s base salary and determined not to increase her base salary.

The Chief Executive Bear's base salary is below the median for peer group chief executive officers. Moreover, as compared
to the peer group chief executive officers, o much greater percentage of Ms. Clark's total compensation is “at risk”, in the form of
potential bonus compensation subject to performance objectives.

Because the Company did not achieve its targets for fiscal 2007, Ms. Clark did not receive a cash bonus. Also due to the
Company's fiscal 2007 financial performance, Ms. Clark did not receive a base salary increase in 2008.

Ms. Clark remains the Company’s largest individual stockholder, and so the Committee believes her interests, shortterm and
long-term, are aligned with the interests of the stockholders. However, the Committee does not believe that Ms. Clark’s relatively
large stock holdings should disqualify her from additional stock grants and the Committee belizves that additional grants do
serve as a valuable refention tool. Accordingly, in 2007 the Company awarded Ms. Clark 32,000 resiricted shares pursuant to
the long-term incentive program described above.

In 2007, as in the past, when Ms. Clark charfered a plane for her business travel at her own expense, the Company
reimbursed her the amount equal to the cost of a first class airline ficket only.

No other perquisites are provided to Ms. Clark.

Federal Income Tax and Accounting Considerations

Section 162{m)

The policy of the Committee is to establish and maintain a compensation program that maximizes longferm stockholder valve.
The Commitiee believes executive compensation programs should serve to achieve that objective, while also minimizing any
effect of Section 162(m} of the Internal Revenue Code. Generally, Section 162(m) provides for an annual $1 million limitation on
the deduction an employer may claim for compensation of executive officers unless it is performance-based. The stock options
and restricted stock grants issued fo Senior Executives and managers as part of the Company’s long-term incentive program qual-
ify as performancebased compensation as defined in Section 162{m} because the Company’s 2004 Stock Incentive Plan,
approved by stockholders, complies with the provisions of Section 162{m|). The 2007 Bonus Plan of the Company providing cash
bonuses to executives pursuant to the 2004 Stock Incentive Plan, is performance-based and has previously been approved by our
stockholders. Accordingly, payments under such incentive plans will not be included in applying the $1 million limitation. To
maintain flexibility in compensating executive officers in a manner designed to promote varying corporate goals, the Committee
has adopted a policy that all compensation will not necessarily be deductible for income tax purposes.

Accounting Considerations

The Committee has taken certain accounting rules and consequences info consideration when determining the type of equity
awards that executive officers should receive as part of the Company’s long-term incentive plan component of compensation
packages. Under FAS 123(R), expenses the Company incurs in conneclion with grants of restricted stock that vests upon the sat-
isfaction of certain performance criteria are higher and must be recorded sooner than grants that vest upon the passage of time.
Therefore, the vesting of resiricted stock grants made to the Company’s executive officers and employees is tied to the passage of
time rather than conditioned upon fulfillment of certain performance targets.

2008 Compensation
On March 20, 2008, the Committee met to determine and recommend 1o the Board of Directors the 2008 compensation pack-
ages for the Named Executive Officers and other Company employees. Also on March 20, the Baard approved these packages,
as discussed below.

The Compony does not currently expect to make any material changes to its compensation policies and programs during
2008 except as noted below.

Modifications 1o Peer Group

The following companies were eliminated from the Company’s peer group for 2008 because they are now privately-held busi-
nesses or subsidiaries of larger public companies: Deb Shops, Inc., Party City Corp. and Lesfie’s Poolmart, Inc. The Company still
competes with much larger companies for executive talent, but the Committee believes that the 2008 peer group is more appro-
priate in most instances for benchmarking purposes.

2008 Salary Increases

As in 2007, the Committee considered salary increases for the Named Executive Officers bated on merit and market adjust-
ments. Because the Company did not meet its 2007 threshold performance targets, no Named Executive Officers received merit
salary increases. However, the Committee approved market adjustments for the following Nemed Executive Officers because the
Committee determined that their 2007 salaries were well below the median range of similar execufives within the Company's




peer group: Mr. Seay’s salary increased from $370,000 to $385,000 [or approximately 4.1%} ond Ms. Klocke's salary
increased from $275,000 to $285,000 (or approximately 3.6%).

2008 Bonus Plan

On March 20, 2008, the Committee established the 2008 performance objectives for the range of bonuses that may be paid to
the Company's Named Executive Officers and the target bonus awards expressed as a percentage of eligible base salary. The
2008 Base Bonus Calculation for each Named Executive Officer will be determined by multiplying the Base Bonus Payout by the
officer’s eligible base salary, as defined above, according to the following schedule:

Position Base Bonus Payout
Maxine Clark, Chief Executive Bear 125%
Scolt Seay, Chief Operating Bear 55%
Tina Klocke, Chief Financial Bear 45%
Teresa Kroll, Chief Marketing Bear 35%

The cash bonus, if any, to be paid to each respeciive executive officer will be caleulated by multiplying the applicable Base
Bonus Payout times the Percentage of Base Bonus Calculation below, based on the Company’s net income for the 2008 fiscal
year:

Percentage of Base
Net Income Achievement Level Bonus Calculation
Threshold 20%
Target 100%
Maximum 200%

Under the 2008 Bonus Plan, net income results falling between the three achievement levels will be interpolated in accord-
ance with the methodology set forth in the 2008 Bonus Plan, in the sole discretion of the Commitiee. No executive officer
bonuses will be paid if the threshold net income level is not reached for fiscal year 2008.

2008 Long-Term Incentive Awards

Also on March 20, 2008, the Company’s Board of Directors approved a grant of restricted stock to certain of the Named Execu-
tive Officers under the 2004 Stock Incentive Plan. As discussed cbove, the target value of long+erm incentive awards is
determined by the Committee based on (1) benchmarking dato for equity grant levels to similarly-situated executives in our peer
group companies; {2] grant levels required to bring the executives’ total compensation at or near the median of total compensa-
tion of similar executives in the compensation peer group; and (3} grant levels required to retain key individual employee
contributors. Although no Named Executive Officer achieved a "meets expectations” performance rating for 2007, as is required
to receive 100% of the target value of the restricted stock award, the Commitiee granted those officers noted betow 60% of their
target value and fied all or a portion of the awards to the achievement of performance obijectives, as discussed below. The
Committee made these awards in recognition of the difficult retail and consumer economic ¢climate and to retain and incentivize
the Named Executive Officers.

Number of Shares of
Positien Resiricted Stock Awarded
Maxine Clark, Chief Executive Bear 53,960
Scott Seay, Chief Operating Bear 29,188
Tina Klocke, Chief Financial Bear 16,968

The number of shares of restricted stock awarded was derived by dividing 60% of the officer’s target value by the closing
sales price of the Company’s common stock on March 20, 2008.

One-half of each of Mr. Seay’s and Ms. Klocke's award is subject to time vesting only and will vest in equal installments
over the next four years. One-half of each of Mr. Seay’s and Ms. Klocke’s award will also vest in equal installments over the next
four years, but will not be eligible for vesting unless the Company achieves a certain 2008 net income result as set by the Com-
mittee. If the Company does not achieve this net income result, the performancebased half of Mr. Seay’s and Ms. Klocke's
awards will not vest. Neither are eligible for more than 100% of their restricted stock award.




One hundred percent of Ms. Clark’s restricted stock award is performance-based and will vest in equal installments over the
next four years if the Company achieves certain 2008 net income results. The payout of Ms. Clark’s restricted stock award is as
follows:

Net Income Achievement Level Percentage of Restricted Stock Award Payout
Threshold 20%
Target 100%

The calculation of Ms. Clark’s restricted stock award payout will be interpolated to reflect the Company’s net income results
which fall within any of the defined achievement levels set forth above. The interpolation of her award will be calculated in
accordance with terms similar to the methodology set forth in the 2008 Bonus Plan, in the sole discretion of the Committee.
Ms. Clark is not eligible to receive more than 100% of her restricted stock award.

The Committee made 100% of Ms. Clark’s restricted stock award performance-based and set the net income achievement
levels applicable to Ms. Clark’s award higher than those applicable to the awards for Mr. Seay and Ms. Klocke in order to fur-
ther align her interests with those of the stockholders, consistent with the Company’s compensation philosophy.

COMPENSATION COMMITTEE REPORT

The Company’s Compensation Committee has reviewed and discussed the Compensation Discussion and Analysis with manoge-
ment and, based on such review and discussions, the Compensation Committee recommended to the Company’s Board of
Directors that the Compensation Discussion and Analysis be included in this proxy statement.

Submitted by the Compensation Committee of the Board of Directors:

Coleman Peterson, Chairman
Mary Lou Fiala

lames M. Gould

William Reisler

The Compensation Committee Report and the Report of the Audit Committee below will not be deemed incorporated by refer-
ence by any general statement incorporating by reference this proxy statement or portions thereof into any filing under the
Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the Company specifically incorporates
this information by reference, and will not otherwise be deemed filed under such Acts.

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION

During 2007 the Compensation Committee was comprised of Coleman Peterson (Chair), Mary Lou Fiala, Jomes M. Gould and
Williom Reisler, none of whom are employees or current or former officers of the Company, ner had any relationship with the
Company required to be disclosed os transactions with related persons pursuant to ltem 404(a) cf Regulation SK. No executive
of the Company served on the compensation committee or board of any company that employed any member of the Company’s
Compensation Committee or Board of Directors.




SUMMARY COMPENSATION TABLE

The following table sets forth information concerning the annual and longterm compensation for all services rendered in all
capacities to the Company for the fiscal years ended December 29, 2007 and December 30, 2006, as permitted pursuant ta

the transition rules adopted by the SEC in Release Nos. 33-8372 and 34-54302:

Change in
Pension Value
and
Non-Qualified
Non-Equity Deferred
Stock Opfion Incenfive Plan Compensafion  All Other
Salary Awards  Awards Compensation Earnings Compensation  Total

Name and Principal Position Year {$}  Bonus($ () {s} {5} ($) i$)a {$)
Maxine Clark .. ............. 2007 $600,000 §  — $610,046 $— $— $— $ 4,583 $1,214,629

Chief Executive Bear 2006 556,731 — 403,748 — - 4,662 265,141
Barry Erdos ................ 2007 10,096 - - - - - 514,904 525,000

Former President & Chief 2006 525,000 — 20,306 -3 - - 4,662 549,968

Operating Officer Bear
ScottSeay ................. 2007 368,324 — 198,338 - - - 2,610 569,272

President & Chief Operating 2006 323,270 — 68,806 - - - 2,772 394,848

Bear
TinaKlocke ................ 2007 270,192 — 187,853 — - - 6,124 464,169

Chief Financial Bear, 2006 245,192 - 101,121 - - - 4,950 351,263

Treasurer & Secretary
TeresaKroll ................ 2007 246,785 — 99,466 - - - 5,702 351,953

Chief Marketing Bear 2006 235192 — 64,109 - - - 4,662 303,963
Paul Bundonis .............. 2007 224,039 3,0004 59,512 - - - 154,873 441,424

Chief Workshop Bear ...... 2006 115,385 13,0004 10,681 — - - 135,738 274,804

{1] The amounts appearing in the Stock Awards column represent the FAS 123(R) expense of restricted stock awards granted in fiscal 2005, fiscal 2006 and fiscal
2007. No restricted stock awards were granted to Named Executive Officers in Fiscal 2004 or fiscal 2003. The recipients have the right to vote ond receive divi-
dends a3 1o oll unvested shares of resiricted stock. The restricted stock grants in March 2005, March 2006 ond March 2007 vest af the rate of 25% per year over

four years from the date of gront, beginning on the first anniversary of the date of grant.

(2] “All Other Compensation™ includes the Company’s contribution to 401(k} plans, contributions to nonqualified deferred compensation plan, payment by the
Compeny of long term disability and life insurance premiums For the benefit of the Nomed Executive Officers, relocation reimbursement payments, car allowances
and severance payments, For fiscal 2007, Company confributions to our 401 (k] plan were as follows: Maxine Clark — $3,323; Tina Klocke — $2,971; Teresa
Kroll — $2,953; Paul Bundonis — $2,700 and Scolt Seay ~ $1,350. For fiscal 2007, Company confributions te our non-qualified deferred compensation plan
were as follows: Tina Klocke — $1,893 and Teresa Kroll — $1,489. For fiscal 2007, Company-paid premiums for long-term disability insurance were as follows:
Maxine Clark — $1,260; Scott Seay ~— $1,260; Tina Klocke — $1,260; Teresa Kroll — $1,260; and Paul Bundonis — $1,013. Fer fiscal 2007 for Poul Bunde-
nis, the amount includes relocation reimbursement payments of $143,600 and buyout of his car allowances of $7,560, for which he was eligible in his position
prior lo becoming a Named Executive Officer. For fiscal 2007, the Company paid Barry Erdos $514,904 in severance pursuant to the terms of his separation
ogreement with the Company. See “Executive Employment and Severance Agreements” for o description of the terms of Mr. Erdos’ separalion agreement.

{3) Mr. Erdos resigned as President and Chief Operating Cfficer Bear effective January 5, 2007. Under the terms of the applicable stock and opticn grant agree-
ments batwean Mr. Erdas and the Company, all restricted stock and option awards were farfeited upon his resignation. A total 41,250 of resiricted stock, 15,000

vested option awards and 22,500 unvested option awards were forfeited.

{4] Mr. Bundanis earned these banuses in his capocity as Managing Director, Stores — West, prior to being @ Named Executive Officer.




2007 GRANTS OF PLAN-BASED AWARDS

The following table sets forth certain information with respect fo plon-based awards granted to each of our Named Executive
Officers during the fiscal year ended December 29, 2007.

All Other
Stock
Awards:  Grant Date
Number of  Fair Volue

Estimated Future Payouts Under Shares of of Stock
Non-Equity Incentive Plan Awards Stockor  and Option

Grant  Thresheld Target Maximum Units Awards

Name Date (s (s (s d ($}

Maxine Clork $187,500 $750,000 $1,650,000 — -
3/22/07 - - - 32,0004  $878,400
Barry Erdos - - - — -
Scott Seay 46,250 185,000 407,000 — -
1/5/07 - - - 3,000 85,050
3/22/07 - - - 20,0001 549,000
Tina Klocke 24,062 96,250 211,750 - -
3/22/07 - - - 9,500 260,775
Teresa Kroll 21,735 86,940 191,268 - —
3/22/07 — - — 6,00004 164,700
Paul Bundaonis 19,688 78,750 173,250 — -
1/5/07 - - - 1,40018 39,690
3/22/07 - - - 6,0008 164,700

{1} As noted under *2007 Bonus Plan”, the minimum 2007 net income level for any bonus payout under the 2007 Bonus Plaa was not achieved. Consequently, none
of the Named Exacutive Officers received o cash banus for 2007. This chort reflects the thresheld, target and maximum banus amounts payable under the 2007
Bonus Plon perfarmance year if pre-established financia! largets would have been met. The amounts listed above were calculated based on the threshold, target,
and maximum percentages as a percentage of the executive’s base salary as of March 5, 2007 {not the actuol salary paid for 2007).

[2) These grants were made pursuant to the 2004 Stock Incentive Plan.

{3} The grant dete Fair value of the awords granted in 2007 is computed in accordance with FAS 123(R) and is aqual to the number of shares granted multiplied by
the base price of the award.

[4) The restricted stock vest at the rate of 25% per year over four years from the date of grant beginning on the first anniverscry of the grant date. The recipients have
the right fo vote and receive dividends as o all unvested shares of stock. The fair market value of the restricted stock on the date of grant was $27.45.

{5) In addition to receiving a restricted stock grant in March 2007, Scatt Seay and Paul Bundonis also received a onedime, diserefionary grant on January 5, 2007.
For their continuad valued contributions to the Company, Mr. Seay and Mr. Bundonis were granted an additional 3,000 and 1,400 restricted shares,
respectively, which vest at o rate of 25% per year over four years from the date of grant beginning on the first anniversary of the grant date. The fair market volue
of the restricted stock on the date of grant was $28.35.




OQUTSTANDING EQUITY AWARDS AT 2007 FISCAL YEAR-END

The following table discloses information regarding outstanding awards under the Company’s 2004 Stock Incentive Plan, as
omended, as of the fiscal year end of December 29, 2007.

Option Awards Stock Awards
Equity
Incentive
Equity Plan
Incentive Awards:
Plan Market or
Awards: Payout
Numberof  Value of
Unearned Unearned
Number of Number of Market Shares, Shares,
Securities Shares or Value of Units or Units or
Underlying Units of Shares or Other Other
Unexercised  Oplion Stock That Units of Rights Rights
Options Exercise Option Have Not  Stock That  ThotHave  ThatHave
# Price Expiration Vested Have Not Mot Vested Mot Vested
Name Exercisable ($) Date {#m Vested ($)12 {# 1]
Maxine Clark 45000 $ 610 9/13/2011
36,234 210 4/24/2008
36,234 878 3/16/2014
35,000 34.65 3/8/2015
72,814 $1,057,259 - $—
Barry Erdos — - - — — — -
Scoft Seay 4,533 8.42 8/29/2012
750 @10 472472013
624 878 3/16/2014
7,500 34.65 3/8/2015
29,375 426,525 - —
Tina Klocke 26,000 0.47 4/3/2010
11,000 6.04 2/28/2011
15,000 410 9/13/2011
25,000 Q10 472472013
25,000 878 3/16/2014
4,500 34.65 3/8/2015
15,624 226,860 - —
Teresa Kroll 10,000 8.78  3/16/2014
4,500 34.65 3/8/2015
12,124 176,040 - —
Paul Bundonis — - — 9,200 133,584 - —

(1] The amounts appearing in this column represent the total number of restricted shares of stock that have ot vested as of December 29, 2007, Restricted stock
granted on March 8, 2005 vests ai the rate of 25% per year aver four years from the date of grant beginning on the first anniversary of the grant date. The
number of shares of unvested restricted stock held under the March 2005 award by each of our Named Executive Officers at December 29, 2007 are as follows:
Maxine Clark — 8,750 Scoft Seay — 1,875; Tina Klocke — 1,624; and Teresa Kroll — 1,624, Restricted stock granted on March 23, 2006 vests ot the rata of
25% per year over four years from the date of grant beginning on the first onniversary of the grant date. The amount of unvested restricted stock held under the
March 2006 award by eoch of cur Named Executive Officers ot December 29, 2007 are as follows: Maxine Clark — 32,064; Scott Seay — 4,500; Tina
Klocke — 4,500; Tereso Kroll — 4,500; and Paul Bundonis — 1,800, Restricted stock granted on March 22, 2007 vests at the rate of 25% per year over four
years from the date of grant beginning on the first anniversary of the grant date. The amount of unvested restricted stock held under the March 2007 oward by
each of our Named Executive Officers at December 29, 2007 are as follows: Maxine Clark — 32,000; Scott Seay — 20,000; Tino Klocke — 9,500; Teresa
Krall — 4,000; and Paul Bundonis — 4,000. In lanuary 2007, Mr. Seay and Mr. Bundanis were granted restricted stock of 3,000 and 1,400 shares,
respectively, which vest at the rate of 25% per year over four years from the dote of grant beginning on the first anniversary of the gront date.

(2) The amounts appearing in this column represent the aggregate market value of shares of stock that have not vested and are based on the closing price of $14.52
for the shares of common stock on December 28, 2007.




2007 OPTION EXERCISES AND STOCK VESTED

The following table provides information regarding stock options that were exercised by our Nomed Executive Officers during
2007 and restricted stock that vested during 2007

Option Awards Stock Awards
Number of Shares
Acquired on Value Realized on Number of Shares Value Realized
Name Exercise (#) Exercise [$) Acquired on Vesling (#  on Vesting ($]
Maxine Clark — $ 0- 15,063 $413,161
Scoft Seay 13,593 252,874 2,438 66,538
Tina Kiocke 14,000 381,562 7.254 144,567
Teresa Kroll 14,374 299,243 2,313 63,238
Paul Bundonis — 0O 600 17,952

NON-QUALIFIED DEFERRED COMPENSATION

The following table provides information regarding our Named Executive Officers’ non-qualified deferred compensation during
2007.

Executive Registrant

Contributions in  Confributions in  Aggregate Earnings  Aggregate Balance
Name Last FY{$) Last FY{$)i" in Last FY{$) at Last FYE($)
Maxine Clark - - — -
Barry Erdos - - - ' -
Scott Seay — - - -
Tina Klockei2t $16,212 $1,893 $ 590 319,944
Teresa Krolli2} 49,357 1,489 1,185 52,031

Paul Bundonis — — _ _

(1) Registrant Contributions and Aggregate Enmings during the last fiscal year are reported as compensation in the Summary Compensation Table included in this
proxy statement.

{2} Tina Klocke and Teresa Kroll were the only executives to parficipate in the Non-Gualified Deferred Compensation Plan during 2007, Contributions to the plon by
Ms. Kroll and Ms. Klocke were made in December 2007 and had no earnings by the end of fiscal 2007. Contributions 1 the plan are matched by the Company
a1 30% up to the maximum of 6% of contributions made to the plan combined with the contributions made to the Company’s Qualified 401(k) plan. The Com-
pany match vests over a five year term, subject to continued employment.




EXECUTIVE EMPLOYMENT AND SEVERANCE AGREEMENTS

Executive Employment Agreements

The Company currently has employment agreements with Maxine Clark, our Chief Executive Bear, Scott Seay, our President and
Chief Operating Bear, Tina Klocke, our Chief Financial Bear, Treasurer and Secretary, Teresa Kroll, our Chief Marketing Bear,
and certain other executives. The Company also had an employment agreement with Paul Bundonis when he served as Chief
Workshop Bear from January 2007 to March 2008. The material terms of the agreements, as amended, are described below.

Ms. Clark’s agreement has an initial term of five years from May 1, 2004 and renews from yeartoyear thereafter. The
agreement may be terminated by the Company prior to the end of the term upon death, disability, for cause {as defined in the
agreement} or, following the initial term, without cause. Ms. Clark may terminate the ogreement if the Company materially
breaches the agreement and fails to cure such breach within 30 days after notice thereof. If Ms. Clark terminates her employment
for good reason {os defined in the agreement), or if the Company terminates her employment without cause ofter the initial term,
the Company is obligated to continue her base salary for a period of 24 months after her termination, such payments to be
reduced by any amount received from a subsequent employer during such period. In the event that during the initial term the
Company terminates Ms. Clark without cause in violation of the terms of the agreement, Ms. Clark will be entitled to damages in
an amount not less than the sum of {i) the amount of base salary Ms. Clark would have been paid during the remainder of the
initial term, and (i} an amount equal to the bonus Ms. Clark would have earned during the initial term {but in no event less than
the average bonus paid to Ms. Clark during the two fiscal years immediotely preceding such termination).

As compensation for her services, Ms. Clark will receive an annual base salary of not less than $375,000, which will be
reviewed annually and be commensurate with similarly-situated executives in similarly-situated firms. Effective March 2006,
Ms. Clark’s annual base salary was increased to $600,000 following such review. If Ms, Clark’s performance targets are ach-
teved, her salary must be increased annually by no less than the average percentage increase given to all of our other executive
employees for such fiscal year. If the Company exceeds certain performance objectives, Ms. Clark will receive an annual bonus
of not less than 125% of her annual salary for the fiscal year as determined by the Compensation Committee. The agreement
provides that Ms. Clark will be the highest paid executive with the Company over the course of her employment. Any bonus
payable to Ms. Clark will be payoble in cash, stock, stock opfions or a combination thereof. Ms. Clark will also be entitled to
receive an automobile allowance ond such other perquisites and benefits as we may award her from time to time. {Ms. Clark
does not currently receive such cor allowonce or other perquisites, except as otherwise noted in this proxy statement}. The
agreement also requires the Company to maintain life insurance on Ms. Clark in the amount of $2 million, under which the
Company is the beneficiory.

During fiscal 2006 and until January 5, 2007, Mr. Seay served as our Chief Workshop Bear. Mr. Seay’s agreement has an
initial term of three years from March 7, 2004 and renews from yearto-year thereafter. The agreement can be terminated by the
Company prior to the end of the term upon Mr. Seay’s death, upon 30 days’ prior writien notice for disability, for cause [as
defined in the agreement), or without cause. Mr. Seay can terminate the agreement in the event the Company materially
breached the agreement, provided the Company does not cure the breach after notice thereof. If the Company terminates
Mr. Seay’s employment without cause or Mr. Seay terminates his employment for good reason, we are obligated to continue his
salary for a period of 12 months ofier termination, such payments to be reduced by any amounis received from a subsequent
employer during such period. As compensation for his services as Chief Workshop Bear, Mr. Seay received an annual base
salary of not less than $293,000, which rate would be reviewed for possible increase annually by our Compensation Commitiee
and would be commensurate for similarly-situated executives with similarly-situated firms. If Mr. Seay’s performance targets were
achieved, his salary would be increased annually by no less than the average percentage increase given to all of our other
executive employees during that fiscal year. If we exceeded certain performance objectives for any fiscal year, Mr. Seay would
receive an annual bonus of not less than 35% of his annual base pay for such fiscal year.

Effective on January 5, 2007, in connection with Mr. Seay’s appointment as President and Chiet Operating Bear, we
entered into a second amendment to Mr. Seay’s employment agreement. The second amendment reflects the change in
Mr. Seay’s position to President and Chief Operating Bear, and specifies o base salary of not less than $370,000 annually,
provided that the base salary will not be subject to decrease at any time during the employment period and will be subject to
annual increases of not less than the average percenloge increase given fo all other executives if Mr. Seay’s performance targets
are achieved. In addition, Mr. Seay will be entitled to an annual bonus of not less than 50% of his base salary for any fiscal year
it we meet certain financial targets. The remaining terms of Mr. Seay’s agreement were not affected by the second amendment.

Ms. Klocke's agreement has an initial term of three years from March 7, 2004 and renews from yearto-year thereafter. The
agreement may be terminated by the Company prior to the end of the term upon death, disability, for cause {as defined in the
agreement) or without cause. Ms. Klocke may terminate the agreement in the event the Company materially breaches the agree-
ment or the Company relocates Ms. Klocke to a location more than 100 miles from St. Louis and fails to cure such breach after
notice thereof. If we terminate Ms. Klocke's employment without cause or if Ms. Klocke ferminates her employment for good




reason [as defined in the agreement), we are obligated to continue her base salary for a period of 12 months after her termi-
nation, such payments to be reduced by any amounts received from o subsequent employer during such period. As
compensation for her services, Ms. Klocke will receive an anaval base salary at a rate not less than $190,000 which rate will be
reviewed annually and be commensurate with similarly-situated executives in similarly-situated firms. If Ms. Klocke’s performance
targets are achieved, her salary must be increased annually by no less than the average percentage increase given to all of our
other executive employees during that fiscal year. If the Company exceeds certain performance objectives determined annually
by our Board of Directors, Ms. Klocke will receive an annual bonus of not less than 35% of her annual base salary, payoble in
either cash, stock, stock options or a combination thereof.

Ms. Kroll's agreement has a term of one year from September 10, 2001 and renews from yearto-year thereafter. The agree-
ment may be terminated by the Company prior to the end of the term upon death, disability, for cause {as defined in the
agreement] or without cause. Ms. Kroll may terminate the agreement in the event the Company materially breaches the agree-
ment and fails fo cure such breach within 30 days after notice thereof. If we terminate Ms. Kroll's employment without cause or if
Ms. Kroll terminates her employment for good reason as defined in the agreement], we are obligated to continue her base sal-
ary for a period of 12 months after her termination, such payments to be reduced by any amounts received from a subsequent
employer during such period. As compensation for her services, Ms. Kroll will receive an annual base salary at a rate not less
than $185,000, which rafe will be reviewed annually by the Compensation Committee and will be commensurate with similarly-
situated executives with firms similarly-situated to us. If Ms, Kroll meets her performance targets, Ms. Kroll’s salary must be
increased annually by no less than the average percentage increase given to all other executive employees for such fiscal year. If
the Company exceeds certain performance objectives determined annually by our Board of Directors, Ms. Kroll will receive an
annual bonus of not less than 35% of her annual salary, poyable in cash, stock, stock options or a combination thereof. Under
the agreement, we also paid Ms. Kroll a $10,000 signing bonus.

The employment agreements for Ms. Clark, Mr. Seay, Ms. Klocke and Ms. Kroll provide that:
» for the ferm of the agreement and for three years thereafter {except for Ms. Clark’s agreement, which prohibits such conduct
for two years after the term of the agreement), the employee may not become employed by or interested directly or indirectly
in or associated with our competitors who are located within the United States or within any country where we have estab-
lished a retail presence; and

* in the event of the employee’s termination due to death, disability, or our breach as provided in the agreement, the execufive
or his or her beneficiaries or estate, will still be entitled o a bonus for such year prorated based on the number of full weeks
the employee was employed during the year.

As noted above, the Company had an employment agreement with Mr. Bundonis during the time he served as the Compa-
ny’s Chief Workshop Bear. Under the terms of his agreement, Mr. Bundonis received an annual base salary of $225,000 and
was entitled to an annual bonus of no less than 35% of his base salary payable in either cash, stock, stock options or a combina-
tion thereo! if the Company exceeded cerfain performance objectives determined by our Board of Directors. Also under the
terms, the Company could terminate the Employment Agreement at any time. In connection with his change in role on March 20,
2008 from Chief Workshop Bear to Manoging Director, Stores-Central Region, the Company terminated its executive employ-
ment agreement with Mr. Bundenis.

Severance Agreement

Barry Erdos served as the Company's President and Chief Operating Officer Bear during fiscal 2006 and until January 5, 2007.
On January 5, 2007, Mr. Erdos resigned as President and Chief Operating Officer Bear. In connection with Mr. Erdos’
departure, we entered into a separation agreement and general release with Mr. Erdos, effective January 5, 2007. Under the
separation agreement, we were obligated to pay Mr. Erdos his base salary for a period of 12 months following his separation
date, such payments to be reduced by any amounts received from a subsequent employer during such period. Mr. Erdos was
also eligible to parlicipate in our group health plans for a period of 12 months following the separation date to the extent permil-
ted by such plans. The separation agreement contained an affirmation by Mr. Erdos that he will honor the confidentiality,
non<ompete and return of our property obligations contained in his employment agreement. In cccordance with the terms of the
separation agreement, Mr. Erdos released the Company, and the Company released Mr. Erdos, generally from all claims and
fiability other than those rights which are related to Mr. Erdos’s stock ownership. The separation agreement also required
Mr. Erdos to resign from our Board of Directors.




PROPOSAL II. RATIFICATION OF APPOINTMENT OF INDEPENDENT ACCOUNTANTS

KPMG LLP served as the Company's independent registered public accounting firm for the year ended December 29, 2007. The
Audit Committee of the Board of Directors has appointed KPMG LLP to act in that capacity for fiscal 2008, which ends on Jan-
vary 3, 2009. A representative of KPMG LLP is expected to be present at the annual meeting with the opportunity 1o make a
statement if he or she desires to do so and to be available to respond to appropriate questions from stockholders.

Although the Company is not required to submit this appointment to a vote of the stockholders, the Audit Committee of the
Board of Directars continues to believe it appropriate as a matter of policy to request that the stockholders ratity the appointment
of KPMG LLP as principal independent registered public accounting firm. If the stockholders do not ratify the appointment, the
Audit Committee will investigate the reasons for stockholder rejection and consider whether to retain KPMG LLP or appoint
ancther independent registered public accounting firm. Even if the appointment is ratified, the Audit Committee in its discretion
may direct the appointment of a different independent registered public accounting firm at any time during the year it it
determines that such a change would be in the best interests of the Company and its stockholders.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE “FOR” THE RATIFICATION OF KPMG
LLP AS THE COMPANY'S INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM FOR THE YEAR ENDING
JANUARY 3, 2009,

Principal Accountant Fees

The following table presents fees for professional services rendered by KPMG LLP for the audit of the Company’s annual financial
statements for the fiscal years ended December 29, 2007 and December 30, 2006, as well as fees billed for other services
rendered by KPMG LLP during those periods:

Fiscal 2007  Fiscal 2004

Audit Feesl! $797,000 $625,000
AuditRelated Fees(2! 0 218,047
Tax Fees 0 0
All Other Fees 0 ¢]
Total Fees $797,000  $843,047

{1} Audst fees are fees paid tor professional services rendered for the audit of the Compuany's annual consolidated financial statements, reviews of the Company's
interim consolidated financiol statements and statutory audit requirements at certain non-U.5. locations.

[2} In fiscal 2006, auditrelated fees consisted of faes paid for professional services rendered fo perform due diligence procedures in fulfillment of the United Kingdom
statutery reporting obligations.

Policy Regarding Pre-Approval of Services Provided by the Independent Registered Public Accounting Firm

The Audit Committee Charter requires the Audit Committee’s pre-approval of all audit and permitted non-oudit services, to be
performed for the Company by the independent registered public accounting firm. In determining whether proposed services are
permissible, the Audit Committee considers whether the provision of such services is compatible with maintaining auditor
independence. As part of its consideration of proposed services, the Audit Committee may consult with management as part of
the decision making process, but may not delegate this authority to management. Pursuant to a delegation of authority from the
Audit Committee, the Chair of the Audit Committee may pre-approve such audit or permitted noncudit services. If the Chair
approves any such services, any such approvals are presented to the full Audit Committee at the next scheduled Audit Committee
meeting. All of the services performed by KPMG LLP during the 2007 fiscal year were pre-approved by the Audit Commitiee.



REPORT OF THE AUDIT COMMITTEE

The primary function of the Audit Committee is to assist the Board of Directors in its oversight of the Company's financial report-
ing processes. Management is responsible for the Company’s financial statements and overall reporting process, including the
system of internal controls. The independent auditors are responsible for conducting annual audits and quarterly reviews of the
Company's financial statements and expressing an opinion as to the conformity of the annual fincincial statements with generally
accepted accounting principles.

The Audit Committee submits the following report pursuant fo the SEC rules:

e The Audit Committee has reviewed and discussed with management and with KPMG LLP, the Company’s independent regis-
tered public accounting firm, the audited and consolidated financial statements of the Company for the year ended
December 29, 2007 (the “2007 Financial Statements”).

» KPMG LLP has advised the management of the Company and the Audit Commitiee thot it has discussed with them cll the
matters required fo be discussed by Statement on Auditing Standards No. 61, as modified, which include among other
items, matters related to the conduct of the audit of the 2007 Financial Statements.

* The Audit Commitiee has received from KPMG LLP the written disclosures and the letter required by Independence Standards
Board Standard No. 1 {which relates to the auditor’s independence from the Company and its related entifies) and has dis-
cussed KPMG LLP's independence with them.

« Based upon the aforementioned review, discussions and representations of KPMG LLP, and the unqualified audit opinion
presented by KPMG LLP on the 2007 Financial Statements, the Audit Committee recommended to the Board of Directors that
the 2007 Financial Statements be included in the Company’s Annual Report on Form 10K, for the 2007 fiscal year, and
that KPMG LLP be selected as the independent registered public accounting firm for the Company for fiscal 2008.

Submitted by the Audit Committee of the Board of Directors:

Louis Mucci, Chairman
Mary Lou Fiala
Williom Reisler

Joan Ryan

STOCKHOLDER COMMUNICATIONS WITH THE BOARD

Our Board of Directors has adopted a policy to provide a process for holders of our securities fo send written communications to
our Board. Any stockholder wishing fo send communications to our Board should send the written communication and the follow-
ing information to our Corporate Secretary, Build-A-Bear Workshop, Inc., 1954 Innerbelt Business Center Drive, St. Louis,
Missouri 63114:

« siockholder’s name, number and type of securities owned, length of period held, and proof of ownership;

* name, age, business and residential address of stockholder; and

* any individual Director or committee to which the stockholder would like to have the written statement and other information
sent.

The Corporate Secretary, or her designee, will collect and organize all of such stockholder communications as she deems
appropriate and, at least once each year, forward these materials to the Chairman of the Board, any Committee Chair or
individual Director. The Corporate Secretary may refuse to forward material which she determines in good faith to be scandal-
ous, threatening or otherwise inappropriate for delivery. The Carporate Secretary will also maintein copies of such materidls.

SELECTION OF NOMINEES FOR THE BOARD OF DIRECTORS

The Governance Committee is responsible for identifying and recommending to the Board candidates to serve as members of the
Board. The Governance Commitiee has not adopted specific, minimum qualifications that nominees must meet in order for the
Governance Committee to recommend them to the Board, but rather each nominee is individually evaluated based on his or her
individual merits, taking into account our needs and the composition of the Board. The Governance Committee wilt consider
candidates submitted by a variety of sources including, without limitation, incumbent directors, stockholders, our management
and third party search firms. Members of the Governance Commitiee discuss and evaluate each potential candidate’s educa-
tional background, employment history, outside commitments and other relevant factors in detail, and suggest individuals
qualified to serve on the Board to explore in more depth. Once a candidate is identified whom the Governance Committee wants
to seriously consider and move toward nomination, the Chairman of the Governance Committee, or his or her designee, meets
with that nominee to evaluate his or her potential interest in serving on the Board and sets up interviews with the full Governance
Committee. Periodically, the Company has engaged external recruiting firms, including Herbert Mines & Associates, to assist the
Company in identifying and evaluating qualified Board candidates.




Any stockholder or interested party wishing to submit a candidate for consideration should send the following information to
the Corporate Secretary, Build-A-Bear Workshop, Inc., 1954 Innerbelt Business Center Drive, 5t. Louis, Missouri 63114:
* stockholder’s name, number of shares owned, length of period held, and proof of ownership;

* name, age ond address of candidale;

* o detailed resume describing, among other things, the candidate’s educational background, occupation, employment his-
g g g g p ploy
tory, and material outside commitments {for example, memberships on other boards and committees, charitable foundations

and the like};

*» o supporting statement which describes the candidate’s reasons for seeking election to the Board and decuments his or her
ability to serve on the Board;

* any information relating to the candidate that is required to be disclosed in the solicitation of proxies for election of Direc-
tors;

» o description of any arrangements or understandings betwaen the stockholder and the candidate;
* any other information that would be useful to the Committee in considering the candidate; and

* a signed stalement from the candidate, confirming his or her willingness to serve on the Board.

The Corporate Secretary will promptly forward such materials to the Governance Committee Chair and the Chairman of the
Board. The Corporate Secretary will also maintain copies of such materials for future reference by the Governance Committee
when filling Board positions. The same criteria applies with respect to the Governance Committee’s evaluation of all candidates
for membership to the Board. However, separate procedures will apply, as provided in the bylaws, if a stockholder wishes to
submit at an annual meeting a director candidate who is not approved by the Governance Committee or the full Board.

STOCKHOLDER PROPOSALS

Cur amended and restated bylaws provide that stockholders seeking to bring business before an annual meeting of stockholders,
or to nominate candidates for election as Directors at an annual meeting of stockhalders, must provide timely notice in writing. To
be timely, a stockholder’s notice must be delivered to or mailed and received at our principal executive offices not more than
120 days or less than 90 days prior to the anniversary date of the immediately preceding annual meeting of stockholders or
between Januvary 8, 2009 and February 7, 2009, in the case of the 2009 annual meeting. However, in the event that no annual
meeting wos held in the previous year or the annual meeting is colled for o date that is not within 30 days before or after such
anniversary date, notice by the stockholder, in order to be timely, must be received no later than the close of business on the
10th day following the date on which notice of the date of the annual meeting was mailed to stockholders or made public,
whichever first occurs, Our amended and restated bylaws also specify requirements as to the form and content of a stockholder’s
nofice. These provisions may preclude stockholders from bringing matters before an annual meeting of stockholders or from
making nominations for directors at an annual meeting of stockholders.

Stockholder proposals intended to be presented at the 2009 annual meeting must be received by the Company at its princi-
pal executive office no later than December 5, 2008 in order to be eligible for inclusion in the Company’s proxy statement and
proxy relating to that meeting. Upon receipt of any proposal, the Company will determine whether to include such proposal in
accordance with regulafions governing the solicitation of proxies.

OTHER MATTERS

Management does not intend to bring before the meefing any matters other than those specifically described above and knows
of no matters other than the foregoing to come before the meeting. If any other matters or motions properly come before the
meeting, it is the intention of the persons named in the accompanying proxy to vote such proxy in accordance with the recom-
mendation of management on such matters or mofions, including any matters dealing with the conduct of the meeting.

By Order of the Board of Directors

T oo U orha—

Tina Klocke
Chief Financial Bear, Treasurer and Secretary

APRIL 8, 2008
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APPENDIX A

Directions to the Saint Louis Science Center

5050 Oakland Avenue
St. Louis, Missouri 63110
www.slsc.org

Directions

The Science Center main entrance is at 5050 Qokland Avenue, a half block west of Kingshighway. It is accessible vio highway
and public transportation.

By Car

From DownYown 5t. Louis or Illinois:

Take 164 west to the Kingshighway South exit. Turn right on Oakland Avenue and the Science Center will be on the left.

From |-44:

Take 1-44 either east or west and exit at Hampton Avenue. Go north until you reach Ockland Avenue and turn right.

From Lambert InH. Airport:

Take 170 east to exit 238B to merge onto 1170 south. Take exit 1A to merge onto 164 east towards St. Louis. Take exit 36A
Kingshighway Blvd. Turn right at Oakland Avenue.

From West County Locations North of I-64:

Take an eastwest route east toward St. Louis (Page, Olive, or Ladue] to merge onto 170 south. Take exit 1A to merge onto 64
east towards St. Louis. Take exit 36A Kingshighway Blvd. Turn right at Ockland Avenue.

Parking

Parking is available on the main lot located at 5050 Cakland Avenue.




This page intentionally left blank.




SHAREHOLDER
INFORMATION

Build-A-Bear Workshop® World Bearquarters
1954 Innerbelt Business Center Drive

St. Louis, Mo. 63114-5760

888.560.2327

314.423.8000

Fax: 314.423.8188

Web: www.buildabear.com

Transfer Agent and Registrar

BNY Mellon Shareowner Services
480 Washington Boulevard 27th Floor
lersey City, NJ 07310-1900
888.667.7679
www.bnymellon.com/shoreowner/isd

Auditors
KPMG LLP
St. Louis, Mo.

Counsel
Bryan Cave LLP
St. Louis, Mo.

Form 10-K

The Build-A-Bear Workshop Form 10-K may
be requested by a letter to the Investor Relations
department at the World Bearquarters, by a
phone call to the Investor Relations department
ot 314.423.8000 x5353 or by an e-moil to
invest@buildabear.com.

Comprehensive financial information for
Build-A-Bear Workshop is also available
at the company’s investor relations
Web site: hitp: //ir.buildabear.com.

o
f‘ 3 Mixed Sources
Product group from well-managed
fortsts and wther contridied shurins

FSC Shimamctipcima

Annual Meeting

The annual meeting of shareholders will be held
at 10:00 a.m. St. Lovuis time [CDT} on Thursday,
May 8, 2008, at the Saint louis Science Center,
May Hall, 5050 Oakland Avenue, 5t. Louis, Missouri
63110. A formal notice of the meeting and a proxy
statement will be sent to each shareholder.

BBW Build-A-Bear Workshop common stock is
traded on the New York Stock Exchange.
NYSE o symbol is BBW.

As of March 28, 2008, there were approximately
12,000 shareholders. That number is based on the
actual number of holders of record and an estimated
number of beneficial holders of the company's

commen stock.

Certifications

The most recent certifications by our Chief Executive
Officer and Chief Financial Officer pursuant to Section
302 of the Sarbanes-Oxley Act of 2002 are filed as
exhibits to our Form 10-K. We have also filed with the
New York Stock Exchange the most recent Annual
CEQ Certification, as required by the New York
Stock Exchange.
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